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EXCESSIVE SPECULATION IN THE NATURAL 
GAS MARKET 


MONDAY, JUNE 25, 2007 

U.S. Senate, 

Permanent Subcommittee on Investigations, 

OF THE Committee on Homeland Security 
AND Governmental Affairs, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 11:03 a.m., in 
room 106, Dirksen Senate Office Building, Hon. Carl Levin, Chair- 
man of the Subcommittee, presiding. 

Present: Senators Levin, McCaskill, and Coleman. 

Staff Present: Elise J. Bean, Staff Director and Chief Counsel; 
Dan Berkovitz, Counsel; Kate Bittinger, Detailee, GAO; Ross 
Kirschner, Counsel; Mary D. Robertson, Chief Clerk; Mark L. 
Greenblatt, Staff Director and Chief Counsel to the Minority; Mark 
D. Nelson, Deputy Chief Counsel to the Minority; Clifford C. Stod- 
dard, Jr., Counsel the Minority; Timothy R. Terry, Counsel to the 
Minority; Emily T. Germain, Staff Assistant to the Minority; Jer- 
emy Kress, Law Clerk; David Weinberg, Law Clerk; Genevieve 
Citrin, Intern; Edmund Zagorin, Intern; Peg Gustafson, McCaskill 
staff; Ruth Perez, Detailee, IRS; and Kunaal Sharma, Intern. 

OPENING STATEMENT OF SENATOR LEVIN 

Senator Levin. Good morning, everybody. Our Subcommittee 
meets today to look into the question of excessive speculation in 
natural gas prices. 

In recent years, allegations of price manipulation and excessive 
speculation have erupted in almost every sector of our energy mar- 
kets, from the ongoing litigation over Enron’s distortion of elec- 
tricity prices, to price manipulation charges in the propane market, 
to allegations of price gouging in gasoline. 

Just one year ago our Subcommittee released a report showing 
how rampant speculation was inflating crude oil prices by $20 per 
$70 barrels of oil. When manipulation or excessive speculation dis- 
torts our markets, it is the American public that pays the price. 

Today’s hearing examines one case history that illustrates the 
current chaotic and dangerous vulnerability of U.S. energy markets 
to price manipulation and excessive speculation. Our focus is on an 
$8 billion hedge fund called Amaranth Advisors, LLC which, before 
its collapse in September 2006, was the dominant speculator in the 
U.S. natural gas market. 

Natural gas is a vital U.S. energy source. It heats the majority 
of American homes, is used to harvest crops, powers 20 percent of 
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our electrical plants, and plays a critical role in many industries 
including manufacturers of fertilizers, paints, and medicines. It is 
one of the cleanest fuels we have and we produce most of it our- 
selves, with only 15 percent being imported, from Canada pri- 
marily. 

In 2005, alone U.S. consumers and businesses spent about $200 
billion on natural gas. For much of 2006, until Amaranth collapsed, 
futures prices for winter gas were unusually high despite ample 
natural gas supplies. To understand why prices remained high de- 
spite ample supplies and why Amaranth went from billions to 
broke overnight, the Subcommittee subpoenaed and reviewed mil- 
lions of trading records from the two leading U.S. commodity ex- 
changes that trade energy, the New York Mercantile Exchange, 
(NYMEX) and the InterContinental Exchange, (ICE) as well as 
from Amaranth and other traders, all of whom cooperated with our 
inquiry. 

The trading records show that in 2006 until its collapse. Ama- 
ranth dominated trading in the U.S. natural gas market. It bought 
and sold thousands of natural gas contracts on a daily basis and 
tens of thousands on some days. It used those trades to accumulate 
massive natural gas holdings called “positions.” 

The lead Federal agency that oversees energy trading, called the 
Commodity Futures Trading Commission, (CFTC) defines “large 
traders” for reporting purposes as any trader with 200 natural gas 
contracts. NYMEX examines a trader’s position if it exceeds 12,000 
natural gas contracts in a month. Amaranth at times held 100,000 
natural gas contracts in a month, an amount equal to one trillion 
cubic feet of gas. 

During 2006, Amaranth held about 40 percent of all of the out- 
standing natural gas contracts on NYMEX and as much as 75 per- 
cent of the natural gas contracts in a single month. 

The report we are releasing today is filled with charts showing 
how Amaranth trades affected natural gas prices as far out as 5 
years. Amaranth’s trades had a common focus — that winter gas 
prices would be unusually expensive compared to summer and fall 
prices. In prior years, for example, futures contracts delivering nat- 
ural gas in January cost $1 to $1.50 more than futures contracts 
delivering natural gas in October due to the higher demand that 
comes in January, the peak of the home heating season. 

As Exhibit 2 shows, ^ however, in 2006, January futures contract 
prices skyrocketed, exceeding October prices by $4, more than twice 
the historic norm. This price difference is the largest between these 
two contracts in 5 years. 

Amaranth’s large scale trading, which went on day after day 
throughout the spring and summer of 2006, was the key driver in 
this $4 difference. At times during the summer, for instance. Ama- 
ranth held 75 percent of the outstanding futures contracts to de- 
liver natural gas in November, 60 percent of those delivering nat- 
ural gas in January, and 60 percent of those delivering natural gas 
in March. It was often the largest trader in winter gas futures. 

Other traders told the Subcommittee staff that during the sum- 
mer of 2006 the relative winter futures prices were “clearly out of 


^See Exhibit 2 which appears in the Appendix on page 712. 
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whack”, “at ridiculous levels” and unrelated to supply and demand. 
They also told the Subcommittee that they were reluctant to bet on 
falling winter prices given Amaranth’s demonstrated ability to 
boost prices through large trades. 

The result was that anyone who used the futures market during 
the summer of 2006 to buy natural gas for delivery in the following 
winter paid unusually high winter prices compared to fall and sum- 
mer prices. Natural gas consumers like utilities told the Sub- 
committee that when they went on the market in the summer to 
buy their winter gas and hedge against future price increases they 
knew the winter prices were very expensive and higher than made 
sense, given ample supplies. But they had to buy. 

As one municipal utility told us, they could not afford to “roll the 
dice” and wait to see if natural gas prices fell later on. Their budg- 
et required them to make a decision during the summer. They paid 
the inflated prices and so did their customers. 

Market prices are supposed to be the result of the interaction of 
many buyers and sellers, not the result of massive trades by a 
dominant speculator with market power to affect prices. But in 
2006, Amaranth dominated the market and winter prices remained 
at extreme levels despite ample supplies. 

It is one thing for a speculator like Amaranth to gamble on nat- 
ural gas futures, in this instance, betting on unusually high winter 
prices. It is another thing for Amaranth to make that bet with such 
large-scale trades that it pushed up prices and, in effect, put heavy 
pressure on consumers in the market to take the same gamble and 
pay sky-high prices for future winter purchases. 

Later, as Amaranth collapsed in September, winter prices fell 
dramatically, but by then many natural gas consumers were al- 
ready locked in and could not take advantage of the lower prices. 

Where were the regulators in all of this? Hamstrung by the law. 
The key law, the Commodities Exchange Act is riddled with excep- 
tions, exemptions, exclusions, and limitations that make policing 
energy markets almost impossible. The biggest problem is the so- 
called Enron loophole which, at the request of Enron and others, 
was inserted into a bill at the last minute during a Senate-House 
conference in 2000. 

The Enron loophole exempts from government oversight energy 
and metals commodities traded on an electronic exchange by large 
traders. This exemption has never made any sense. Why should 
U.S. regulators protect virtually every type of commodity against 
trading abuses — corn, pork bellies, you name it — ^but not energy 
when energy is so vital to our economy? Why should regulators 
have authority to police regulated markets like NYMEX but not 
unregulated markets like ICE when both affect energy prices? 

Some argue that the exemption makes sense because large trad- 
ers can take care of themselves on electronic exchanges and do not 
need government protection. But government protection is not for 
the traders, it is aimed at protecting the public from price shocks 
due to market manipulation and excessive speculation. 

An example from the Amaranth case history shows how the 
Enron loophole makes it nearly impossible for regulators to prevent 
large-scale trading from triggering price spikes. By August 2006, 
Amaranth had huge natural gas holdings in the September and Oc- 
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tober futures contracts. NYMEX officials were alarmed. They were 
alarmed that Amaranth might try to make last-minute large-scale 
trades that would affect these contract prices. So they ordered Am- 
aranth to reduce its holdings in both the September and the Octo- 
ber contracts. 

In response, Amaranth reduced its NYMEX holdings, but at the 
same time increased its holdings in those same contracts on ICE. 
Natural gas contracts are called futures on NYMEX and swaps on 
ICE, but there is no functional difference between them. 

Exhibit 6 ^ shows Amaranth’s September natural gas holdings 
before and after NYMEX ordered it to reduce its size. The data 
shows that, in response to NYMEX’s order to reduce. Amaranth 
simply switched its holdings to ICE where neither NYMEX nor the 
CFTC could limit its trading. 

Over the next 2 weeks Amaranth then increased its holdings, 
outside of the scrutiny or regulatory reach of NYMEX and CETC. 
By the end of August, Amaranth held almost 100,000 September 
contracts and 90,000 October contracts, mostly on ICE. Those hold- 
ings are so large that, for 100,000 contracts, a change of one penny 
in the price of the contract translates into a profit or loss of $10 
million. 

NYMEX’s order, in the end, did nothing to reduce Amaranth’s 
holdings; it just caused Amaranth’s trading to move from a regu- 
lated to an unregulated market. 

NYMEX also ordered Amaranth to refrain from large-scale trad- 
ing during the final half hour of trading on the September contract, 
again to prevent any chance of price manipulation or excessive 
speculation. The last day for trading on that contract was August 
29. The last half hour was from 2 to 2:30 p.m. 

The last half hour is important because NYMEX calculates the 
final price for its futures contracts using a formula that focuses on 
the prices paid in the last 30 minutes of trading. The final contract 
price is important because many natural gas contracts, both on and 
off the exchanges, incorporate the “final settlement price” of the 
relevant NYMEX futures contract. 

Amaranth stopped trading the September contract on both 
NYMEX and ICE around 1:15 p.m. on August 29. Amaranth ex- 
plained that it stopped trading on ICE as well as NYMEX because 
its traders coordinate their trading on both markets and it did not 
want to trade on one without the other. In the days before August 
29, Amaranth had engaged in a torrent of trading, selling tens of 
thousands of the September contract. On August 29, Amaranth 
continued making large sales all day, but its sales were 
counterbalanced by other traders buying those contracts, the larg- 
est of which was a hedge fund called Centaurus. In the last half 
hour of trading. Amaranth stopped selling, but Centaurus and 
other traders continued buying and the September contract price 
shot up 10 percent. 

Altogether, on August 29, Amaranth sold about 16,000 Sep- 
tember contracts while Centaurus bought about 12,000, almost all 
on ICE using swaps. NYMEX rules bar traders from holding more 
than 1,000 contracts in the last 3 days of trading on a contract. The 


^See Exhibit 6 which appears in the Appendix on page 717. 
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ICE trading not only made a mockery of that limit, it clearly af- 
fected the NYMEX final price. For Amaranth, the last-minute price 
spike dropped the value of its holdings by nearly $500 million. 

Amaranth appears to have gotten a dose of its own medicine on 
August 29, and it did not like it. On August 30, Amaranth wrote 
to the CFTC that the sudden September price increase did not re- 
flect supply and demand but large scale trading by market partici- 
pants who are not “trading in a responsible manner.” 

It demanded an inquiry. Amaranth’s lead trader predicted in an 
e-mail to another trader: “boy. I’ll bet you see some CFTC inquir- 
ies” into the September trading. The other trader reminded him, 
however, that most of the trades were on ICE, using swaps which 
were outside CFTC authority. He wrote: “until they monitor swaps, 
no big deal.” 

“No big deal.” That is what one trader thought of CFTC oversight 
in the face of a torrent of trading and a huge last minute price 
spike. Why? Because current law strips the CFTC of any authority 
to regulate ICE, even though ICE is a major U.S. energy exchange. 

Right now the law requires U.S. energy market regulators to 
work blind to ICE trades and powerless to limit ICE trading, even 
when that trading threatens tJ.S. consumers with price manipula- 
tion and excessive speculation. 

Now understanding swaps, hedges, price spreads, and margin re- 
quirements is no easy task. Proving price increases were caused by 
excessive speculation is also difficult, especially since regulators 
have not provided clear criteria defining excessive speculation. But 
what is crystal clear and easy to understand is that Amaranth 
dominated the U.S. natural gas market in 2006. It used massive 
trades to bet the store that winter prices would be twice as high 
as summer and fall prices compared to previous years. When Ama- 
ranth made that bet, it forced a lot of natural gas consumers to 
make the same bet and pay sky high prices for winter gas because 
they could not take a chance and wait to see if prices fell. 

When Amaranth collapsed in September, it was too late for many 
U.S. consumers to take advantage of the lower prices that followed. 

Congress needs to do much more to safeguard U.S. energy mar- 
kets from price manipulation and excessive speculation. The first 
step is to close the Enron loophole. Closing this loophole would 
make NYMEX and ICE subject to the same market oversight and 
put the cop on the beat in all U.S. energy markets. It would also 
level the regulatory playing field between the two exchanges. 

Last week, the CFTC issued a proposed rule that would curb but 
not end the ill effects of the Enron loophole. The proposed rule 
would require all traders on regulated exchanges like NYMEX to 
disclose upon request from a regulator all holdings on unregulated 
exchanges like ICE. The CFTC notes the “close relationship” be- 
tween regulated and unregulated commodity markets and the need 
to get a complete picture of a trader’s holdings in order to prevent 
price manipulation and excessive speculation. The proposed rule is, 
in essence, a belated acknowledgment of the Amaranth facts. If fi- 
nalized, this proposal would increase regulators’ access to key mar- 
ket information. But getting key information is not enough if regu- 
lators remain powerless to act on what they see. Regulators must 
also be able to reduce holdings and limit trades to prevent price 
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manipulation or excessive speculation. Only Congress can eliminate 
the Enron loophole once and for all, and restore regulatory author- 
ity over all U.S. energy markets. 

In 2006, excessive speculation by a single hedge fund. Amaranth, 
altered natural gas prices, caused wild price swings, and socked 
consumers with high prices. It is one thing when speculators gam- 
ble with their own money; it is another when they turn U.S. energy 
markets into a lottery where everybody is forced to gamble with 
them, betting on prices driven by aggressive trading practices. Am- 
aranth is not the only hedge fund to use large-scale trading in U.S. 
energy markets. To stop the abuses, we have got to put a re^- 
latory cop back on the beat in all U.S. energy markets and give 
them stronger tools to stop price manipulation and excessive specu- 
lation. 

Let me turn it over to Senator Coleman, again with thanks to 
him and his staff for their cooperation in working with us on a very 
complicated and very detailed investigation. As always, he has 
been helpful and we very much appreciate that kind of support. 

OPENING STATEMENT OF SENATOR COLEMAN 

Senator Coleman. Thank you, Mr. Chairman. 

Today’s hearing represents the culmination of the Subcommit- 
tee’s extensive bipartisan investigation into the impact of specula- 
tive trading on tl.S. energy markets. Our inquiry builds on the 
Subcommittee’s prior focus on this issue, including a February 
2006 field hearing held in my home State of Minnesota that fo- 
cused on the impact of high natural gas prices on American con- 
sumers as well as the Subcommittee’s June 2006 staff report. 

These efforts, including today’s hearing, have been bipartisan 
from their inception. I want to thank Chairman Levin and his staff 
for their hard work and dedication in ensuring the fairness and in- 
tegrity of our energy markets. 

I am not going to go through a recitation of the Amaranth facts. 
The Chairman did a very good job of that. In fact what he did, as 
I listened and made some notes, he took something that is very 
complicated and really simplified it. In its essence what we have 
heard and what we saw is when you have part of a market that 
is regulated, in this case by NYMEX, and you have part of a mar- 
ket that is not regulated, what happens is when the regulated mar- 
ket responds the activity shifts to the unregulated market. The 
question becomes what is the impact on American consumers? 

As we noted in the Minority’s views attached to the Subcommit- 
tee’s report, different conclusions can be drawn from the same set 
of facts. Amaranth accumulated such large positions and traded 
such large volumes of natural gas that at times Amaranth appears 
to have moved the entire futures market. At other times, however. 
Amaranth appears to have been responding to the market rather 
than driving it. Nevertheless, when last year’s hurricane season 
ended without a major event, it became clear that market fun- 
damentals no longer supported Amaranth’s bet on winter gas and 
traders moved quickly and aggressively against Amaranth’s posi- 
tions. 

In just a couple of weeks from the end of August through mid- 
September, Amaranth’s natural gas positions lost more than $2 bil- 
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lion in value. These tremendous losses ultimately necessitated 
Amaranth’s liquidation of its entire natural gas portfolio. When the 
dust finally settled on September 20 , Amaranth reported the great- 
est single losses ever by a hedge fund, more than the losses of Long 
Term Capital Management (LTCM). 

Remarkably, the financial markets met one of the largest indi- 
vidual losses in financial history with relative calm. Amaranth pri- 
vately negotiated the takeover of his positions. In contrast to the 
debacle involving LTCM, the Federal Reserve did not have to inter- 
vene to prevent financial panic. 

The markets’ ability to absorb Amaranth’s losses is a sign of 
their vitality and strength. But to shrug off Amaranth’s collapse as 
a rare and victimless event is both short-sighted and irresponsible. 
Amaranth’s collapse fired a warning signal, illuminating a trou- 
bling level of high risk speculative trading that occurs on U.S. en- 
ergy markets and underscoring the need for greater transparency 
on the over-the-counter electronic energy exchanges. 

Today more than 500 energy-related hedge funds deploy a com- 
bined $67 billion in speculative capital in our energy markets. To 
be sure, these traders bring important liquidity and vitality to the 
markets in which they invest. But I am concerned that at times 
speculative trading overwhelms the real buyers and sellers like the 
utilities and industrial users of natural gas. Massive levels of spec- 
ulation not only increase market volatility but also contribute to 
rising energy prices which ultimately are passed on to hard-work- 
ing American families. 

I’m reminded of the testimony I heard during the Subcommittee’s 
field hearing last year in St. Paul. Too many Americans find them- 
selves in circumstances similar to Diedre Jackson or Lucille Olson, 
two individuals who testified about the burdens caused by rising 
natural gas costs. In the case of Ms. Olson, her natural gas bill rep- 
resented 30 percent of her monthly income. As a senior citizen try- 
ing to cope with the high cost of health insurance and prescription 
drugs, last year’s spike in natural gas prices made it increasingly 
difficult for her to make ends meet. 

Ms. Jackson, a hard-working mother of three and a college stu- 
dent, shared with me the financial jeopardy she faced as a result 
of a home heating bill that had increased by more than 100 per- 
cent. 

These examples serve as powerful reminders of the real-world 
impacts of large spikes in natural gas prices. We must not forget 
that high energy costs place millions of Americans in financial jeop- 
ardy every year. 

Nor should we overlook the impact that unchecked and unregu- 
lated speculation can have on the financial markets themselves. I 
am concerned that, last year, several large speculative traders ap- 
pear to have impacted the natural gas market as a whole. Our fi- 
nancial system depends on investor confidence in the fairness and 
efficiency of our markets. If investors believe that speculative trad- 
ing is able to separate prices from supply and demand fundamen- 
tals, or worse that a few dominate traders are able to cause unwar- 
ranted price changes, then the very integrity of our financial mar- 
kets is threatened. 
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More than ever before it is imperative that the CFTC and other 
market regulators have the statutory authority and budget nec- 
essary to police our energy markets. Despite this pressing need for 
oversight, however, the CFTC’s ability to conduct market surveil- 
lance has been eroded. Its ability to prevent excessive speculation 
and price manipulation has been diluted. This is a direct result of 
the fact that more and more energy trading takes place on unregu- 
lated over-the-counter electronic exchanges. It is simply unaccept- 
able that this rapidly increasing segment of our energy markets re- 
mains largely unchecked. 

As I stated earlier. Amaranth fired a warning shot that market 
participants and market regulars must not ignore. If they do, I can 
assure you that Congress will not. As a threshold matter, regu- 
lators should develop a clear definition of excessive speculation. 
Otherwise they will continue to have difficulty monitoring and pre- 
venting price distortions. 

More important, as we noted in the Minority’s views in the Sub- 
committee’s report. Congress must ensure that any proposed cure 
is not worse than the disease. If we extend CFTC oversight and 
regulation to electronic over-the-counter exchanges, we must avoid 
unintended consequences. These exchanges have brought vital li- 
quidity and increased transparency to our energy markets. There- 
fore, we cannot create incentives for traders to shift their business 
from the over-the-counter electronic exchanges like ICE to far less 
transparent and unregulated energy markets. Moreover, we cannot 
create incentives for the exchanges to move to less regulated off- 
shore markets. 

I look forward to the testimony from today’s witnesses. And 
again I thank the Chairman for leading this important bipartisan 
effort. Today’s hearing is an important reminder that the fairness 
of energy prices and the integrity of our financial markets are nei- 
ther Democrat nor Republican issues. They are American issues. 

Thank you, Mr. Chairman. 

Senator Levin. Thank you very much. Senator Coleman. 

Today’s hearing is going to lay out what happened on the market 
and we are going to have a second day of hearings on July 9 to 
hear from the CFTC and from NYMEX and from ICE. 

Let me now call our first panel of witnesses for today’s hearing. 
We have with us Arthur Corbin, the President and CEO of the Mu- 
nicipal Gas Authority of Georgia in Kennesaw, Georgia. 

Paul Cicio, the President of the Industrial Energy Consumers of 
America here in Washington, DC. 

And Sean Cota, the Co-Owner and President of Cota and Cota, 
Inc. in Bellows Ealls, Vermont, the President of New England Euel 
Institute, in Watertown, Massachusetts, as well as the Northeast 
Chair of the Petroleum Marketers Association of America, in Ar- 
lington, Virginia. 

We very much appreciate each one of you being with us today 
and we welcome you to the Subcommittee. 

Pursuant to Rule 6 of this Subcommittee, all witnesses who tes- 
tify before it are required to be sworn, and at this time I would ask 
all of you to please stand and to raise your right hand. 
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Do you swear that the testimony you are about to give before 
this Subcommittee will be the truth, the whole truth, and nothing 
but the truth, so help you, God? 

Mr. Corbin. I do. 

Mr. Cicio. I do. 

Mr. Cota. I do. 

Senator Levin. We will use our usual timing system here today. 
About one minute before the red light comes on you will see the 
lights change from green to yellow and that will give you an oppor- 
tunity to conclude your remarks. Your written testimony will be 
printed in the record in its entirety and we would ask that you 
limit your oral testimony to no more than 5 minutes. 

Mr. Corbin, I think we will have you go first. 

TESTIMONY OF ARTHUR CORBIN, i PRESIDENT AND CEO, 
MUNICIPAL GAS AUTHORITY OF GEORGIA, KENNESAW, 
GEORGIA, ON BEHALF OF THE AMERICAN PUBLIC GAS 
ASSOCIATION 

Mr. Corbin. Chairman Levin and Ranking Member Coleman, I 
appreciate this opportunity to testify before you today on the im- 
portant issue of natural gas market transparency. My name again 
is Arthur Corbin and I am President and CEO of the Municipal 
Gas Authority of Georgia. The Municipal Gas Authority of Georgia 
is a non-profit natural gas joint action agency that supplies all of 
the natural gas requirements of its 76 member municipalities. 

I am testifying today on behalf of the American Public Gas Asso- 
ciation. All of our member cities are members of APGA. APGA is 
the national association for publicly-owned not-for-profit natural 
gas distribution systems. These retail distribution systems are 
owned by the public agencies and accountable to the citizens they 
serve. There are approximately 1,000 public gas systems in 36 
States and almost 700 of these systems are APGA members. 

Natural gas is a lifeblood of our economy and millions of con- 
sumers depend on natural gas every day to meet their daily needs. 
It is critical that the market for natural gas be fair, orderly, and 
transparent so that the price consumers pay for natural gas re- 
flects the fundamental forces of supply and demand and are not the 
result of manipulative or abusive conduct. 

An appropriate level of transparency currently does not exist and 
this has led to a growing lack of confidence by our members in the 
natural gas market. 

The economic links between the natural gas futures contracts 
traded on NYMEX and those financial contracts in natural gas 
traded in the over-the-counter markets are beyond dispute. With- 
out question a participant’s trading conduct in one venue can affect 
and has affected the price of natural gas contracts in the other. 

The impact of the activities of the Amaranth Advisors hedge fund 
is a perfect example of these economic links between markets. 
When the excessively large positions accumulated by Amaranth 
began to unwind gas prices decreased. Unfortunately, many gas 
distributors, including the Municipal Gas Authority of Georgia, had 
already locked in prices prior to the period Amaranth collapsed at 


^The prepared statement of Mr. Corbin appears in the Appendix on page 107. 
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prices that did not reflect fundamental supply and demand condi- 
tions but rather were elevated due to the accumulation of 
Amaranth’s very large positions. As a result of Amaranth’s activi- 
ties, the Gas Authority members were forced to pay an $18 million 
premium and pass it through to their customers on their gas bills. 

Today the Commodity Futures Trading Commission has effective 
oversight of NYMEX, and the CFTC and NYMEX provide a signifi- 
cant level of transparency. But despite the economic links between 
prices on NYMEX and the OTC markets, the OTC markets lack 
such transparency. The simple fact is that the CFTC’s large trader 
reporting system, its chief tool in detecting and deterring manipu- 
lative market conduct, generally does not apply with respect to 
transactions in the OTC markets. This lack of transparency in a 
very large and rapidly growing segment of the natural gas market 
leaves open the potential for a participant to engage in manipula- 
tive or other abusive trading strategies with little risk of early de- 
tection by the CFTC until after the damage has been done to the 
market. It simply makes no sense to have transparency with re- 
spect to one small segment of the market and none with respect to 
a much larger and growing segment. 

Accordingly, APGA believes that transparency in all segments of 
the market, including those transactions that take place off ex- 
changes and platforms is critical to ensure that the CFTC has a 
complete picture of the entire market. We believe that the CFTC 
does not currently have these tools necessa^ to police its beat. 

The CFTC has done a good job in catching market abuses after 
the fact. However, by the time these cases are discovered using the 
tools currently available to government regulators, our members 
and their customers have already suffered the consequences of 
those abuses in terms of higher natural gas prices. Greater trans- 
parency with respect to large positions, whether entered into on a 
regulated exchange or in an OTC market in natural gas will pro- 
vide the CFTC with the tools to detect and deter potential manipu- 
lative activity before our members and their customers suffer 
harm. 

The current situation is not irreversible. Congress can provide 
American consumers with the protection they deserve by passing 
legislation that would turn the lights on in these currently dark 
markets. APGA looks forward to working with you to accomplish 
this goal and I will be happy to answer any questions you may 
have. 

Senator Levin. Thank you so much, Mr. Corbin. 

TESTIMONY OF PAUL N. CICIOP PRESIDENT, INDUSTRIAL 
ENERGY CONSUMERS OF AMERICA, WASHINGTON, DC 

Mr. CiClO. Chairman Levin, Ranking Member Coleman, thank 
you for the opportunity to testify. 

The Industrial Energy Consumers of America is a non-profit 
trade association whose membership are significant consumers of 
natural gas from every major energy intensive sector. At the heart 
of the matter is that every consumer in the country assumes that 
the government is protecting their interests, and that markets are 


^The prepared statement of Mr. Cicio appears in the Appendix on page 120. 
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working and operating on a level playing field. Nothing could be 
further from the truth. 

The subject of excessive financial speculation, market power, 
market manipulation, first came to our attention in 2001 with the 
implementation of the Commodity Futures Modernization Act and 
concerns have continued to grow. The signs were obvious but be- 
cause of the lack of market data transparency we could never prove 
it. This all changed with the implosion of the Amaranth Advisors 
hedge fund. 

Amaranth provides a clear and troubling picture of how easy it 
is for large hedge funds. Wall Street trading companies to manipu- 
late the market to the benefit of investors and to the detriment of 
every consumer in the country. Amaranth completely dispels the 
Wall Street myth that the market is too large for any one company 
to manipulate. 

There is excessive financial speculation in the natural gas mar- 
ket but we can deal with it if we have transparency for the regu- 
lators to monitor the size of the natural gas volumes that any one 
individual is controlling. All market inefficiencies are paid for by 
us, the consumer, and even a relatively small increase in the price 
of natural gas such as 25 cents can result in a $5.5 billion price 
tag for consumers; 25 cents, $5.5 billion over the course of the year. 

And unlike many other commodities such as currencies, gold, ex- 
cessive speculation in natural gas has a direct impact on home- 
owners, farmers and manufacturers. And because natural gas sup- 
ply is fragile it is particularly vulnerable to manipulation. 

To illustrate the importance of natural gas, one only needs to 
look at two product examples. Natural gas represents 85 percent 
of the cost of making anhydrous, which is used to make fertilizer 
for our farmers, and it is 93 percent of the cost of making plastic, 
something we all consume. The majority of manufactures are de- 
pendent upon natural gas as a fuel and there is virtually no sub- 
stitute. 

We can assume that had Amaranth not continued to increase 
their control of the price by continuing to add to their positions 
market conditions would have driven the price lower. In fact, after 
Amaranth collapsed, so did the price. In September 2006 the price 
was $6.81. After the Amaranth collapse the price fell to $4.20, a 
difference of $2.61. If we assume that only one dollar of the $2.61 
price was due to Amaranth it would have cost consumers an esti- 
mated $9 billion over the time period of April through August 2006. 

The Amaranth event raises several important questions that 
Congress should address. The CFTC has known for a long time 
that a significant market oversight gap exists. Why hasn’t the 
CFTC stepped forward to address the problem? Why isn’t the 
CFTC responsive and accountable to the public interest? Did the 
Commodity Futures Modernization Act of 2000 go too far? Did it 
weaken CFTC’s market oversight accountability? Is the relation- 
ship between the CFTC and the exchanges too cozy? Why isn’t 
there time limits to prevent CFTC officials from taking top posi- 
tions in the exchanges? 

It is not without notice that last year large Wall Street-type com- 
panies weighed in on Congress to oppose the same reporting and 
transparency that would have prevented Amaranth’s activities. In- 
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terestingly, these same companies do mark-to-market position ac- 
counting at the end of each trading day for internal financial man- 
agement. Our question is what are they trying to hide? 

lECA recommends that Congress take immediate action to give 
CFTC regulatory authority over NYMEX, ICE, and OTC market in 
general, require large traders to report their positions daily to the 
CFTC, give CFTC the ability to aggregate positions on both ex- 
changes, establish daily trading volume limits, increase monitoring 
in all months, increase CFTC enforcement funding, and lastly, of 
course, increase the supply of natural gas. 

Thank you very much. 

Senator Levin. Thank you very much, Mr. Cicio. Now Mr. Cota. 

TESTIMONY OF SEAN COTA,i CO-OWNER AND PRESIDENT, 
COTA AND COTA, INC., BELLOWS FALLS, VERMONT, PRESI- 
DENT, NEW ENGLAND FUEL INSTITUTE, WATERTOWN, MAS- 
SACHUSETTS, AND NORTHEAST CHAIR, PETROLEUM MAR- 
KETERS ASSOCIATION OF AMERICA, ARLINGTON, VIRGINIA 

Mr. Cota. Hon. Chairman Levin, Ranking Member Coleman, 
thank you for having me testify before you today. 

I currently serve in the Petroleum Marketers Association of 
America, as its Northeast Regional Chair. PMAA is a national fed- 
eration of 45 States, regional associations representing some 8,000 
independent fuel marketers that collectively account for approxi- 
mately half of the gasoline and 80 percent of the heating oil sold 
in the United States. I am also President of the New England Fuel 
Institute, (NEFI), a trade association outside of Boston. And as 
such, I represent 1,000 fuel dealers and related service companies 
located throughout New England. NEFI members deliver approxi- 
mately 40 percent of the Nation’s home heating oil. 

I am President of one of those companies, Cota & Cota of Bellows 
Falls, Vermont, a third generation family business operating in 
Southern Vermont and Western New Hampshire. Unlike larger en- 
ergy companies, heating fuel dealers like me are mostly small sec- 
ond and third-generation family-run businesses. Also unlike large 
energy companies, we deliver directly to American homes and 
small businesses. 

Energy consumers are affected by excessive speculation and price 
volatility in the energy commodity markets in profound ways. We 
and our customers need public officials, including those in Congress 
and on the CFTC, to look after us and take a stand against profit- 
eering traders and hedge fund managers that seek to artificially in- 
flate prices for their own personal gain. We deserve to be made 
aware. In fact, we deserve to know the truth behind what is driv- 
ing these prices, especially pertinent to market forces that may be 
contributing to volatility and price spikes. 

The CFTC is currently not collecting data on a series of legisla- 
tive and regulatory loopholes which exempt the over-the-counter 
exchanges and foreign boards of trade with U.S. destined contracts 
from Federal oversight. It is in these dark exchanges that traders 
may be tempted to engage in dubious manipulative trading prac- 
tices free from the reach of U.S. regulators. 


^The prepared statement of Mr. Cota appears in the Appendix on page 123. 
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My grandparents began serving the community with heating 
fuels in 1941. We have been offering fixed-price programs to our 
consumers for the past two decades. At first we filled our fuel 
tanks in the summertime and sold those gallons until our con- 
sumers ran out of those gallons. However my storage, although 
large by industry standards, is still very limited. We have 6 days 
of January supply. 

It quickly became apparent that due to customer demand that we 
would need a different method for providing fixed-price programs. 
It was at that time that we began to enter into NYMEX-based fu- 
tures contract with our suppliers so we could continue to offer 
these programs to our customers. These independent suppliers of 
wholesale fuels would purchase NYMEX contracts for future deliv- 
ery and then, in turn, resell these contracts to us after a profit was 
added. This is typical for the industry. 

Since we first began purchasing NYMEX-based contracts, vola- 
tility has increased dramatically. Traditionally when we purchased 
futures contracts, the coldest winter month, January, was more ex- 
pensive than the warmest month of August. The rate of difference 
is usually a half a cent per gallon per month. In the past few years 
we have seen the difference between summer months and winter 
months be as high as 23 cents per gallon. 

Up until about 4 years ago, it would have been abnormal to have 
a daily market move of more than one half cent per gallon. Today 
it is typical to see 5 cent daily moves and moves as high as 12 
cents. 

We used to offer insurance programs as an alternative to fixed- 
price programs for our consumers. These option-based programs 
have had the highest increase in volatility. Eour years ago we were 
able to purchase an “at the money” put or call at a reasonable cost 
to our consumers. Eour years ago the cost of this type of trans- 
action for a January contract purchased in the summer would have 
been between 4 and 6 cents per gallon. Today the same program 
would cost me in the area of 40 cents per gallon. 

Currently fixed-price programs make up 70 percent of my total 
sales. In a business that makes profit in cents per gallon, it is 
much more difficult to continue to offer these fixed-price programs 
to our consumers. Unlike many players in the market who make 
their commodity investments for pure financial gain, we as an in- 
dustry are hedging directly for the consumer. 

The annual U.S. heating oil industry volume for consumption is 
between 8 and 10 billion gallons per year. With ICE and other ex- 
changes entering into this energy market in a large way, it is hav- 
ing the same effect as an elephant jumping into the bathtub. 

These dark exchanges are expanding both offshore in Dubai and 
other countries and with ICE purchasing ChemConnect. Congress 
and enforcement authorities need to now rein in the excessive spec- 
ulation and out of control profiteering on the energy commodity 
markets, including these dark exchanges. 

Congress should, one, encourage the CETC to revisit its use of 
no action letters. Two, investigate whether or not the Atlanta-based 
ICE intentionally established its operations in London to cir- 
cumvent U.S. regulations. Three, require large position data col- 
lected on all U.S. destined contracts. Eour, fully fund CETC levels 
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as appropriate to upgrade infrastructure and collect capacities and 
increase personnel. Encourage the CFTC to be vigilant in its data 
collection. And hold these dark exchanges to the same rule of law 
that NYMEX and the Chicago Mercantile Exchange have. 

Thank you again, Mr. Chairman, for this opportunity to share 
my insight into this issue. I am open to any questions you may 
have. 

Senator Levin. Thank you all for very valuable testimony. 

Some people say that when Amaranth made these huge pur- 
chases and sales and had these massive trades, they only hurt 
themselves. They only lost their own investors’ money, and no one 
else got hurt when those billions went down the drain. 

But will you tell us in your own words whether, in your judg- 
ment, the massive purchases, trades, and sales by Amaranth of 
these future contracts hurt you and your customers? And, if so, 
how? Mr. Corbin, let me start with you. 

Mr. Corbin. Thank you. One of the things that we do as part of 
our function of providing gas supply to our member municipalities 
is to try to hedge or try to manage the risk of prices spiking, going 
a lot higher. The bulk of what we do buy is in the wintertime. 

And so what we do is try to take a very managed approach and 
do not simply let our purchases ride and come to find that prices 
have, in fact, spiked and harmed our members. And so we try to, 
in advance, hedge against that price risk. 

In 2006, when you look at what we are doing in our hedge pro- 
gram, we have some parameters that require us to go in and hedge 
those prices in advance of the winter. And we have time param- 
eters because we have found that hope is not a good strategy. So 
you cannot wait until the last minute hoping that prices are going 
to come down. You need to go ahead and take a disciplined ap- 
proach. 

And so over the course of the summer of 2006 we are placing 
hedges for our members for the winter of 2006-2007. It is very 
clear to us, certainly even more clear today having the report that 
this Subcommittee has put forward, that through the very exces- 
sive positions that Amaranth had the winter price of 2006-2007 
was well beyond what would be supported by underlying market 
fundamentals of supply and demand. 

And so when we looked at what our positions were that we ended 
up putting on for the winter of 2006-2007, those positions versus 
where the market settled to when Amaranth was effectively re- 
quired to exit through the meltdown, you take the difference and 
that is $18 million that it cost our members, which ultimately cost 
their consumers. 

Senator Levin. Thank you. Mr. Cicio. 

Mr. Cicio. Thank you, Mr. Chairman. To answer your question 
we have to put it in context, that in 2006 national natural gas in- 
ventories were at a 5-year level or above the 5-year level, and nat- 
ural gas production was stable. 

It is really impossible to put a definitive number on what it cost 
consumers. This is why in our testimony we used an example. We 
know that in the report that was put together by the Subcommittee 
that Amaranth significantly and continually increased their posi- 
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tions throughout the period of April through August 2006. We 
know that after Amaranth collapsed the price fell over $2.60. 

So there is some portion of that $2.60 drop that was an artificial 
price, that was artificially higher than what it would have been 
had those large purchases not continued. 

This is why we have come up with an illustration. If one dollar 
of that $2.60 higher price was the result of Amaranth’s continually 
buying, owning as much as 100,000 contracts — and by the way let 
me give you a perspective. This morning I checked for the amount 
of open interest on the New York Mercantile for the last trading 
day, Friday, there were 90,500 open interests. What we saw in the 
Subcommittee report is that Amaranth was controlling at one point 
100,000 contracts all by itself 

So a one dollar impact for Amaranth’s purchases over the course 
of that time period of the spring would have amounted to a $9 bil- 
lion premium that consumers would have paid. 

Senator Levin. That is $9 billion across the entire industry? 

Mr. Cicio. For the United States. 

Senator Levin. For the United States, consumers in the United 
States paid $9 billion according to that estimate, which you ac- 
knowledge is an estimate. 

Mr. Cicio. It is an estimate. 

Senator Levin. Would you judge that is a fair estimate, a con- 
servative estimate? How would you assess it? The best you can? 
Give us your best judgment. Is that a fair division of the $2.60? Is 
it an allocation that you think is a reasonable allocation? 

Mr. Cicio. To be honest with you, we just do not know. 

Senator Levin. How do you know then that there was an impact? 
Just from that action that occurred after they collapsed? That is 
what you deduced the impact from? 

Mr. Cicio. Yes, sir. 

Senator Levin. Is there other evidence of an impact beyond that? 
In other words, is the fact that there were huge purchases that 
were made by Amaranth and that winter price then went up with 
those huge massive purchases, is that part of the evidence of im- 
pact? 

Mr. Cicio. Absolutely. The fact is that we had ample supply. The 
fact is that we had such a significant drop after the collapse illus- 
trates that the price was higher than it should have been given 
basic laws of supply and demand. 

Senator Levin. Thank you. Mr. Cota. 

Mr. Cota. The impacts are dramatic and across the board. We 
have had a lot of discussion here with regard to natural gas. But 
the entire energy complex moves in unison. Movements in natural 
gas translate immediately into movements in heating oil, move- 
ments in gasoline, movements in all of the crude oil products and 
all of the derivative contracts that come off from that. 

These future exchanges are the price discovery point for the en- 
ergy industry in the United States instantly. In volatile energy 
markets I get price changes on a replacement cost basis from my 
suppliers as often as three times a day in a volatile market. Those 
things are translated to the consumer the next day. I do not do it 
three times a day but the next day. 
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So one way of measuring the impact of these volatile markets on 
the consumer is immediate in these pricing mechanisms. 

Longer term, the consumers are paying. I am in a cents above 
business. Our profit margin, as a percentage, goes down as com- 
modity prices go up. The consumers pay cent for cent. Everything — 
if my cost goes up, their cost goes up. So the direct impacts are im- 
mediate and direct to the consumer. When they buy futures con- 
tracts for futures purchase and there is added cost due to volatility, 
those consumers pay for that. 

Currently the market has been in contango because of these 
large volatile trades. But when this thing turns, if it ever does 
turn, perhaps in response to oversight, the opposite could have an 
effect. Contango encourages inventories. We could be in a situation 
very rapidly where people short the market and inventories dis- 
appear within a matter of a month, at which point you are going 
to have another supply disruption which is going to again distort 
the market from another perspective. Again, the consumer will pay. 

Your question that you had earlier with regard to is there evi- 
dence? Well, there is no data. Most of the data is not traded. The 
entire heating oil industry is 8 to 10 billion gallons per year in the 
United States. I would not doubt if you added up all these dark ex- 
changes in addition to the NYMEX that is traded several times per 
day. 

We need speculation. I could not offer my consumers price protec- 
tion without speculators in the market. They are a key part. But 
at what point do you allow speculation to just run rampant? 

So if there is no data, it is the same thing as having no cops with 
a judiciary. You cannot go to court if there is no cops to collect the 
evidence. I do not think, for a huge chunk of the market, that there 
are any cops on the beat. Where are the cops? 

Senator Levin. In terms of setting natural gas prices in the fu- 
tures market, how important is ICE? Just quickly, Mr. Corbin. Can 
it affect the price on I^MEX, the ICE prices? 

Mr. Corbin. Yes. 

Senator Levin. Are they interrelated? 

Mr. Corbin. Yes. And we see, frankly, the entire natural gas 
marketplace, not just NYMEX, ICE, but also the bilateral market 
and voice broker, that activity can have an impact on the broad 
marketplace. 

Senator Levin. Would you agree with that, Mr. Cicio? 

Mr. Cicio. Absolutely. These markets and these exchanges, they 
are all interrelated. 

Senator Levin. Mr. Cota. 

Mr. Cota. It is a very close correlation. 

Senator Levin. So would you all agree that we have to eliminate 
the Enron loophole in order to have regulation across the board? 
If it is going to have any impact in one place, it has got to have 
impact in all places? Would you agree with that Mr. Corbin? 

Mr. Corbin. Yes, except I am a little concerned that the focus is 
on simply electronic exchanges and believe that the CFTC needs to 
see the entire market. 

Senator Levin. All over-the-counter market, including ICE? 

Mr. Corbin. Yes. 

Senator Levin. Thank you. Mr. Cicio. 
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Mr. Cicio. We agree entirely with that. Just looking at the elec- 
tronic exchange still is not giving us the necessary oversight. You 
need to go beyond that. 

Senator Levin. Mr. Cota. 

Mr. Cota. Nobody knows what the data is. Until the CFTC 
starts collecting data on the entire traded U.S. based energy com- 
modity markets, you are not going to have any idea what is occur- 
ring in the market. Every market needs, in order to have a well 
regulated market and a clear functioning market, you need to see 
what the data is. That data is not being seen. 

Senator Levin. In addition to seeing it, once you have the data 
is it also important they be able to issue the same kind of an order 
on ICE as they do on NYMEX? 

Mr. Cota. The only thing that is more fungible than my com- 
modity is the money that instantly changes from one market to an- 
other based upon regulation. 

Senator Levin. I am not sure what the answer is. 

Mr. Cota. Yes, you need to have an oversight on all markets. 
Just doing it on one will cripple the only regulated market and 
force it all into these offshore regulated United Kingdom based or 
wherever based commodity markets. 

In the NYMEX, despite that they are frustrating if you trade 
every day, they are the best of what you have got. 

Senator Levin. The NYMEX. 

Mr. Cota. The NYMEX. And you do not want it to go to foreign 
exchanges without any regulation. 

Senator Levin. When you say regulation and oversight, that in- 
cludes having an order issue to reduce one’s position as being ex- 
cessive speculation? 

Mr. Cota. Absolutely. I am concerned about the consumer. But 
if you are only concerned about the trader, to protect the traders 
you still need to have oversight, margin requirements that reflect 
volatility in the markets, and large trader positions that are lim- 
ited so that they cannot sway a market. And you do not have that 
in huge amounts of the trade that is currently occurring. 

Senator Levin. That is to protect the consumers, not just the 
traders? 

Mr. Cota. I would like to protect the consumer but we are not 
protecting anybody. 

Senator Levin. I have got you. Thank you. Senator Coleman. 

Senator Coleman. Thank you, Mr. Chairman. I am trying to fig- 
ure out how to get our arms around all of this. 

Mr. Cota, you talked about these dark markets. So we have 
NYMEX which is clear, it is regulated, we know what is going on, 
it has the transparency that we talk about. 

We are now talking about ICE, but ICE is only a piece of it. So 
we have the bilaterals and we have the foreign markets. One of the 
concerns we have seen generally with financial transactions is that 
there is a lot of movement, IPOs and everything, to other markets. 

Is it your sense that the CFTC can regulate all of these? I will 
walk by each one. Is that the vision here? I am trying to figure out 
can we get our arms around all of it? Is it your sense that the 
CFTC is the body that should be regulating all of these trans- 
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actions, the bilaterals, anything that is done, even on foreign mar- 
kets? Can you give me a sense of how you accomplish that? 

Mr. Cota. I would think that, as with any transaction, if I have 
a contract with my consumer, those contracts need to be kept. Cur- 
rent data collection requirements do not exist in a lot of these dark 
markets. I think that is an easy thing to accomplish. 

If there is something fishy in the market that is done on one of 
these bilateral dark exchanges, some derivative deal, if you have 
got the data and the data is not destroyed, then you have got the 
ability to investigate it later. 

The amount of these trades are huge. The money that moves into 
this market is a huge part of the world economy that moves in and 
out daily. 

I no longer look at supply and demand when I am trying to judge 
for my consumers. I am looking at what is occurring in the cur- 
rency market, what is occurring in the bond market. If there is a 
move in the bond market or the equity market, then I know com- 
modities are going to go down for a little bit because of the amount 
of money that is moving in and out of these markets. It is no longer 
supply and demand. Even if you are a technical trader it does not 
follow technical trading. It is an imbalance of greed and fear, in my 
opinion. 

Senator Coleman. I want all of you to respond, but I want to go 
to Mr. Corbin. Do you agree that it is not just about supply and 
demand today? If it is not, how do you protect your consumers? 
What is it that you can bring to the table that gives you the ability 
to maneuver through these markets? 

Mr. Corbin. I think taking it back to your previous question 
about can the CFTC get a handle on this huge market that has got 
a lot of different pieces to it, the CFTC has a large trader reporting 
system today, a very good one. They are only being reported to 
daily from NYMEX transactions. 

Our view is that if you have somewhat — clearly, also ICE is vol- 
untarily providing that information daily today, which we certainly 
applaud ICE for taking that step to do it voluntarily. If you have 
large traders that are in the bilateral market, we feel strongly that 
those folks, in managing their own business, they have very effec- 
tive information systems to where they can mark-to-market on a 
daily basis literally their position in order to manage it. 

And so we believe that they can plug into that large trader re- 
porting system that we now have NYMEX reporting to daily, ICE 
voluntarily reporting to daily. We believe the other players in the 
market that are large players can also plug into that system. 

That is going to help the CFTC to see positions across the mar- 
ket daily that we think will improve the authority they have today 
to do the special call for additional information and investigations. 
But if you do not really see that you really do not have enough in- 
formation to go in and pursue something that you suspect is abu- 
sive or could be creating a problem in the market. 

And so then, going to your second question, us as consumers, 
how do we get confidence? Well, we do not in the existing structure 
because we do not feel like the regulator has what he needs to do 
his job. He has got the authority to pursue it and he has pursued — 
the CFTC has done a good job pursuing bad actors in our business. 
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It just comes 2 and 3 years later, hundreds of millions of dollars 
in penalties and fines have heen paid, as much as $2 billion. None 
of that goes to the consumer though. Those that have been harmed 
do not see any of that. It has gone back into the U.S. Treasury. 

So we would like to get them more information, get them that 
information on a current daily basis so that they can see this stuff 
as it is occurring and can react a lot more quickly. Then the con- 
sumer does not pay for a position that got way to big. 

Senator Coleman. Mr. Cicio, is there anything you want to add 
to that? 

Mr. Cicio. Yes, sir. The large trader report is the solution. The 
CFTC keeps this information confidential. The common denomi- 
nator of all trading is volume, the volume of natural gas that any 
one entity is buying or selling. And that is the kind of information 
that the CFTC needs to determine whether there is a significant 
enough volume that any one player is impacting the price. 

And so we would agree with the others on that point. Thank you. 

Senator Coleman. We are talking here about reporting require- 
ments in terms of size. What about position limits? 

Mr. Cicio. Yes. We believe that there should be limits to how 
many contracts a single entity should be able to control. What we 
saw in the Subcommittee report was that Amaranth controlled 
100,000 contracts in 1 month. And what I shared with you just a 
moment ago is that for the August contract there is only 90,500 
open interest contracts. That shows how significant Amaranth’s po- 
sition was and looks like market power. 

If a manufacturer had that much market power for their product 
that they were selling, whether it is plastic or steel or aluminum, 
it would raise huge concerns by the antitrust and FTC people. 

Senator Coleman. Mr. Corbin, is there benefit to having liquid- 
ity in the markets? 

Mr. Corbin. There is a great benefit. And so we would like — we 
think we need to be careful here in what you just asked Mr. Cicio. 
And that is with regard to limits. We think what is critical is let 
us get the transparency. Let us get the information in the hands 
of the CFTC across the market so they can see these positions 
across the market. And if the CFTC determines that there needs 
to be limits imposed because they are seeing the effects of larger 
positions held in order to make sure that we can get ahead of any 
kind of negative behavior and how it impacts the price of gas, then 
we think that information would help them make that determina- 
tion. 

At this point we are not advocating limits. We are advocating 
transparency through expanding the large trader reporting system. 

Senator Coleman. Mr. Cota, two questions. One is are there ben- 
efits to having liquidity in the market? If so, what are they? And 
do you advocate position limits? 

Mr. Cota. Without liquidity and speculation — speculation and li- 
quidity are directly linked. You need to have speculation in the 
market in order to hedge anything out in the future. 

What you want is to enable all speculators to have an even hand 
in taking a risk in that market, much like I, as a retailer, am tak- 
ing risks in that market. 
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So the number and the margin and the percentage of the total 
market are all very relevant in order to have a well regulated mar- 
ket, in my opinion. 

Senator Coleman. Position limits though, is that part of it? 

Mr. Cota. Position limits, to me, may or may not necessarily be 
related to the actual numbers of contracts. As markets increase 
and decrease I think it needs to be relative to what the percentage 
of the total market is. 

If I recall reading some of the study here on the Amaranth hold- 
ings, if they actually had to have those contracts delivered, one of 
their positions was almost equivalent to the entire natural gas in- 
dustry. So if that were a smaller percentage yet it was over a trig- 
ger amount, it may not be as relevant. So I think it needs to relate 
to the total amount of contracts being traded in that market and 
how big is that market? 

And I believe that the New York Mercantile Exchange does do 
evaluations on that and the other markets do not. 

Senator Coleman. So it would be beneficial to have a definition 
of what excessive speculation is? 

Mr. Cota. I think positions and margin, as measured through op- 
tions or whatever other mechanism, would be a better indication of 
how to limit the volatility and speculation in the market. Specula- 
tion is important. You need to have speculation in order to have 
futures exchanges. 

Senator Coleman. Mr. Corbin, would it be beneficial to have a 
definition of excessive speculation? 

Mr. Corbin. Yes. 

Senator Coleman. Mr. Cicio. 

Mr. Cicio. Yes, it would be helpful. 

Senator Coleman. Thank you, Mr. Chairman. 

Senator Levin. Thank you. Senator McCaskill. 

OPENING STATEMENT OF SENATOR MCCASKILL 

Senator McCaskill. Thank you. 

In reviewing all of the materials, I apologize, I was not here for 
your testimony although I heard most of it in my office, as I was 
listening with one ear to a conference call and listening to you with 
the other ear. 

It strikes me that regulation in this area is really driven by com- 
mon sense in light of what happened with this one incident that 
has been the focus of the hearing today. And I have learned in the 
short period of time I have been here that ideas that sound so sim- 
ple and have so much common sense behind them, it is unbeliev- 
able how difficult it is to move them forward in terms of legislation 
and actually to get the votes necessary to pass. What would appear 
to anyone who heard this story, would say well fix that, for gosh 
sakes. If you are going to do anything, fix that. 

And there is this invisible force always behind everything, and 
that is the people who are lobbying the other side of the equation, 
the people who are saying do not go there, the people who are vis- 
iting member’s offices and saying stop, stop, do not do this, you 
have no idea what you are doing. It will be bad. 

All of those people generally have people they have hired to help 
them do that, to spread that information. 
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Who is working against this? Who is paying the lobbyists to op- 
pose what would appear to be common sense at this point in terms 
of some kind of regulatory oversight in this area of a commodity 
that is an essential and not a luxury? Any of you? 

Mr. Corbin. I will take a shot at that. I do not know that I can 
answer and say who, but I think we have heard some of the things 
that are the difficult balancing act. And that is the question of li- 
quidity. You do not want to restrict the market. It is very impor- 
tant that we have a well functioning liquid natural gas market. 
And so you want to be careful that you do not, in some way, inhibit 
it. 

But I think you have also got to be careful that you do not have 
regulation in one place and then push people into a less trans- 
parent market segment. 

The approach we have taken, and as far as expanding the large 
trading reporting system, the objection that we have heard is that 
it may be time consuming and costly. From our perspective, the 
CFTC already has a large trading reporting system that exists. Ex- 
panding it to include the over-the-counter market activity, we do 
not think it is a tremendous expense for them. I think they have 
got it and it is largely electronic and they can accept electronic 
transmissions to go almost straight into their system. 

I think the people with large positions also have electronic sys- 
tems to manage their position. And so providing the information 
should not be costly and, we do not believe, difficult. 

I think what you do have is a lot of activity over the counter and 
the reason that the over-the-counter market exists is that NYMEX 
is a very standard product. It is at one point in the natural gas 
grid only and it is a fixed amount of gas. Well, people do not Wy 
gas just at that one point and they do not just buy gas in that fixed 
quantity. And so the issue is how do you make it at all comparable 
in that reporting system? 

And so Paul’s point about you can break it down to volume, and 
I think you can break transactions down to whether they are a long 
position or a short position in the scheme of things, which I think 
could be done. 

I do not think it is as difficult as the opponents make it to be 
but I think — 

Senator McCaskill. Well, who are the opponents though? I am 
trying to figure it out who is against expanding the CFTC author- 
ity to be able to regulate large speculation in an essential com- 
modity market? Who are these people? 

Mr. Cicio. May I take a crack at that? Add up all the consumers 
and add up all of the producers of natural gas, and together they 
are, by the best data that I have seen available, insignificant play- 
ers in this marketplace, insignificant. So it is all of the others. 

All that consumers want to do is buy gas at a price, with a cer- 
tainty. We hedge to get increase predictability of price so that we 
can price our product and reduce our risk. 

Senator McCaskill. Right. 

Mr. Cicio. Producers primarily want to set a price so that they 
can sell and that they have certainty in terms of profitability. 

Senator McCaskill. Right. 
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Mr. CiClO. To answer your question, all other entities who want 
to take large positions for speculating, larger positions than, for ex- 
ample, that are available in the limits through NYMEX, are the or- 
ganizations who oppose reporting. 

Senator McCaskill. So gamblers? 

Mr. Cicio. Well, people who are speculating to make a profit on 
speculation. 

Senator McCaskill. Because they are not getting anything for 
what they are doing good. They are not receiving anything. They 
are just gambling that something might happen. 

Mr. Cicio. They are speculators. And as we have all agreed, spec- 
ulation is a necessary part of the marketplace. 

Senator McCaskill. I do not quarrel that speculating is a nec- 
essary part of the marketplace. But I am trying to hone in on who 
is against this kind of regulation in order to provide some kind of 
certainty to consumers and suppliers which, by the way, is who we 
should be looking after here, not the gamblers. I mean, our job I 
think in this building is to look after the consumers and the sup- 
pliers as it relates to using a product that they have to have to 
heat their homes and to eat. 

So it seems weird to me that the invisible hand of opposition are, 
in fact, the gamblers, not the consumers or the suppliers. 

Mr. Cota. Senator McCaskill if I can take a stab at that, as well, 
your point on gamblers is right on. It seems to me sometimes the 
Nevada Gaming Authority has more authority — 

Senator McCaskill. No question about it. 

Mr. Cota [continuing]. Than what we see in this market. The fi- 
nancial players of all sorts worldwide are all players in this mar- 
ket. They are the ones that would like the least amount of regula- 
tion so that they can move money around quickly. The larger the 
player the more interest they have in having less oversight. 

These financial players are also significant holders of physical 
product and that is very important. I actually trust major oil com- 
panies in my business less than I do some of the banks that actu- 
ally hold product. I may not like the price that I pay, but they will 
always have product whereas the major oil companies will just, if 
things get too complex, they will shut it down. In my business, if 
I am out of fuel for a day, people freeze to death. So I need to have 
product and these people are important players in the market. But 
those are the people that are generally interested in not having 
oversight. 

I have hope because the CFTC is the CFTC and not the SEC. 
CFTC, by being an agricultural based group means you have got 
a lot more folks across the country that will have a different per- 
spective. So I think there is more hope in regulation in the com- 
modities market because they relate 

Senator McCaskill. There is more diversity of interest. 

Mr. Cota. Well, it is your internal politics, it is the Ag Commit- 
tee’s jurisdiction. So I think I have got more hope in the Ag Com- 
mittee than I do in perhaps the other committees. 

Senator McCaskill. Thank god for pork bellies. 

Mr. Cota. Exactly. 

Senator McCaskill. Thank you, Mr. Chairman. 

Senator Levin. Thank you. Senator McCaskill. 
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Let me see if I can boil this down in this way: Senator McCaskill 
talked about common sense so let us start with the commonsense 
issue. We have got a NYMEX market. NYMEX told Amaranth they 
had to reduce its holdings. They have that power under law. They 
said there was excessive speculation going on or that the price im- 
pacts were going to be great if there were a lot of sales on a certain 
date. For whatever reason, NYMEX issued an order, reduce your 
holdings. 

Now Exhibit 6,i that chart shows what happened on that day 
when NYMEX told Amaranth to reduce its holdings. At the time 
of the order the yellow was the holdings of Amaranth on NYMEX. 
The blue was on ICE. So the regulators said reduce your holdings 
and all they did was shift to ICE? Is that correct? Is that Exhibit 
6 ? 

That does not make commonsense, I assume, to anybody. I mean, 
if it is excessive under the law, and we have a law. Commodities 
Exchange Act, which directs the CFTC to prevent excessive specu- 
lation. And it says “Excessive speculation in any commodity under 
contracts for future delivery causing sudden or unreasonable fluc- 
tuations or unwarranted changes in the price of such commodity. 
It is an undue and unnecessary burden on interstate commerce and 
the CFTC shall fix such limits on the amount of trading as the 
Commission finds are necessary to diminish, eliminate or prevent 
such burden.” 

So they are carrying out the law and they tell their agent, 
NYMEX, CFTC tells NYMEX, you are our agent. NYMEX reaches 
a conclusion. We can be totally all overwhelmed and swamped with 
all of the words which all have to use swaps, margin requirements, 
price spreads, hedges, manipulation, speculation. We have lost 
probably most of our audience already or if we have not lost them 
before that. 

But cut to the chase. The cop on the beat said reduce your posi- 
tion. They did not reduce their position, they shifted their position. 
So this is a glaring loophole we have in the law. It is called the 
Enron loophole. It does not make any sense to have a cop over on 
this side of the street say you are out of business, quit selling liq- 
uor to minors, and then the liquor store or whatever, the bar, goes 
across the street and sells liquor to minors. That is what we have 
got here. When you strip all of the complexity away, that is what 
we have. 

And the question is whether or not we are not only going to give 
the regulator, CFTC, the power to get the information which you 
all have talked about but also the power to do on the over-the- 
counter exchanges what they do with NYMEX. That is the ques- 
tion. 

Now I recognize what Senator Coleman said. I think we all have 
to appreciate you need some speculation in the market, otherwise 
you are not going to be able to hedge in the future. The question 
is excessive speculation. And should the CFTC be able to stop it 
wherever it occurs? That is the question, on the over-the-counter or 
whether it is NYMEX or ICE. I guess ICE is a form of over-the- 
counter because it is an electronic exchange. 


^See Exhibit 6 which appears in the Appendix on page 717. 
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Mr. Corbin, I do not know if I have a question somewhere in 
there or not, but would you agree with that? 

Mr. Corbin. If there was a question in there, I agreed with it. 

The only thing I would caution against, because I think we saw 
it here. We have one loophole today and we see very pronounced 
how they shifted over to one exchange. 

I would just caution, that we need to make sure that whatever 
structure we are putting in place does not have them just go over 
to another place 

Senator Levin. Another exchange. 

Mr. Corbin [continuing]. That is not transparent that we have 
not necessarily thought about. 

So that is why we have used the broad term over-the-counter 
market entirely so that we do not have a future loophole. You have 
done a lot of work. We do not want to have another loophole after 
you are done. 

Senator Levin. Jump into another block, across the street to an- 
other block. 

Do you think that we are able to do that technically? Could we, 
given the technology out there, given the global economy, given ex- 
changes in various parts of the world, are we able, do you believe 
as a practical matter, to prevent that from happening? 

Mr. Corbin. If you change the law? 

Senator Levin. Yes. 

Mr. Corbin. Yes. 

Senator Levin. We can rewrite the law so we can stop it and not 
just push it somewhere else? 

Mr. Corbin. Yes. 

Senator Levin. Mr. Cicio. 

Mr. Cicio. I would agree with everything that Mr. Corbin has 
said and I would like to strengthen it by making a statement that 
I said in the testimony that brings it all home. 

Remember, it is how much volume that any one entity controls 
that is important. Every company that is in this market does a 
mark-to-market position for their internal financial purposes at the 
end of each trading day. They look at how many positions they are 
long, how many positions they are short, and they see whether 
they are making money or not making money. 

So this data is available and it is available on a daily basis and, 
from our perspective, there is no reason why any company, includ- 
ing those on the OTC market, could not report. 

Senator Levin. Mr. Cota, would you agree, if you can figure out 
what I said, with what I said? 

Mr. Cota. I think I figured it out. Senator. The money that 
moves around in the world will continue to move around the world 
instantly and immediately based upon a market reaction. Will we 
be able to stop speculation, excess speculation? I am unclear as to 
whether or not we will be able to. 

I do believe that what we do have a chance to do is to deal with 
U.S. based transactions. So if you have any commodity that is des- 
tined for the United States, I do think you can have oversight. I 
do think you can have a transparent market in those areas. And 
the transparency in itself, because we are defining the U.S. market, 
will have a worldwide impact. 
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I am sure the Russian commodity market would take whatever 
money wants to be thrown at it for speculative purposes. But we 
are a unique market, both because of our size, because the products 
are destined here, and because the world has had a faith in our 
regulatory oversight so that money continues to flow. And I think 
that is the way that you will be able to reduce the excessive specu- 
lation. 

Senator Levin. This testimony is very important. We have had 
a debate on this very issue. We had a vote on this very issue. We 
had an amendment which would have covered all over-the-counter 
transactions. We lost that vote and we had to remove it and just 
go more limited. We had to go after the electronic exchanges and 
not the other over-the-counter exchanges, the bilateral exchanges. 

So we have to figure out, can we get to those bilateral exchanges 
without creating bad consequences? We can get to the electronic ex- 
changes; it was in the vote we lost. But can we get to the other 
over-the-counter exchanges, the bilateral exchanges, for instance? 

Can we do that, Mr. Corbin? 

Mr. Corbin. I would like to comment on that. The CFTC has the 
authorization, where they believe there has been manipulation, 
they currently have the authority to go in, investigate, dig into it, 
figure it out, prosecute. And they have done that in some prior in- 
stances. 

I think what we are talking about here is can we get the infor- 
mation in those other over-the-counter, the broad over-the-counter 
market, with regard to large positions so that they can be tracking 
what is happening across the entire complex. 

Again, I say the answer is yes, you can do that. 

Senator Levin. Do they have the power to act under current law 
if they have the information? 

Mr. Corbin. Yes. 

Senator Levin. So the CFTC could stop this if they had the infor- 
mation, if there is excessive speculation with large purchases and 
sales? 

Mr. Corbin. Yes, they have the authority to investigate if they 
see. But right now they do not see that information so they do not 
have it until you have a very big event that they can then go in 
and investigate and 3 or 4 years later then you have fines and 
prosecution and all those. It didn’t do anything. 

Senator Levin. And that includes all over-the-counter exchanges? 
They have that authority now? 

Mr. Corbin. Yes. 

Senator Levin. So it is just the information that is lacking? Do 
either of you want to comment on this before I call on Senator 
Coleman? Can we do this? 

Mr. Cicio. I would agree with what Mr. Corbin says. 

Senator Levin. Mr. Cota, do you agree with that? 

Mr. Cota. I would agree with it. Until you find the data, until 
you count how much money you made you cannot charge any tax. 
It is the same sort of thing here. 

Senator Levin. But my point is a little different. After you have 
the data, do you need any additional authority in law? 

Mr. Cota. I think the current law is sufficient, provided that you 
have the data. 
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Senator Levin. For CFTC to stop excessive speculation with an 
order to reduce your speculation or to reduce your holdings? 

Mr. Cota. I think they have the authority. Fraud is fraud. If you 
have got data, you can prove it. The BP example of attempting to 
corner the propane market is one example. And I personally believe 
that came out because the data was being collected. 

Senator Levin. Do you have the power to limit a holding? A posi- 
tion? Under current law? 

Mr. Cota. Again, I am a tiny little oil company in the middle of 
nowhere. I don’t know. 

Senator Levin. We will find out from the next panel. 

Is it your understanding that CFTC has that authority under 
current law? 

Mr. Cota. I am unclear as to whether they do or they do not. 

Mr. Corbin. Just to clarify, I would not say that the CFTC has 
the current authority to establish limits in the over-the-counter 
market, but they certainly do have the authority to go in and inves- 
tigate and prosecute when they believe there has been manipula- 
tion. But they do not have the limits that you are talking about. 

Senator Levin. OK. Senator Coleman. 

Senator Coleman. Thank you, Mr. Chairman, important ques- 
tions. Just a couple of observations. 

I think it is both an authority and a resource issue, and that has 
to be addressed. 

I do not want to defend the gamblers but my concern is we will 
get the gamblers and that we do not hurt the consumers. So con- 
sumers are the ones that, if they can hedge, if you can buy in Au- 
gust, against costs in January, if you are forced to wait until Janu- 
ary, if you do not have the market, if we dry up liquidity, it is con- 
sumers who get hurt. Is that fair, Mr. Corbin? 

Mr. Corbin. Yes. 

Senator Coleman. So as we look at the “gamblers” out there, it 
is the consumers who benefit by having liquidity in the market. 
The question about regulation then always becomes a question of 
do we do it in a way fiiat allows consumers to benefit? Or in the 
guise of doing something that we think is positive, do we do some- 
thing that is negative? It is this law or rule of unintended con- 
sequences, one of the great sins that we in Congress do. 

I reflect on Sarbanes-Oxley, absolutely critical, absolute impor- 
tant, need to do it. Just a piece of it. Section 404, we are talking 
about right now. Originally we thought that it would cost small 
business $93,000. And after a study they said it would cost small 
business $930,000, 10 times the estimated cost of complying with 
something that had to be done. 

My only concern in this area, and I am in accord with the Chair- 
man, is we need to close the Enron loophole. I think the CFTC can 
certainly, we can move over into the ICE. My concern though, and 
it is perhaps the point you raise, Mr. Cota, is do we drive folks to — 
can we regulate the bilaterals? And if we can regulate the 
bilaterals, then do we drive them to London, easily London, and 
perhaps Russia and others? And then what is the impact on the 
consumers? 

So just as we walk through this, I think we can get our arms 
around some of it. I just want to make sure we understand, as we 
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get our arms around it, what is the impact? Do you think, Mr. 
Corhin, we can deal with the bilateral? There are bilateral trades 
that go on. Do we have the ability then for CFTC to oversee what 
happens in bilaterals? 

Mr. Corbin. I think that we could have the bilaterals included 
in their large position reporting system, where the CFTC starts 
when they are looking at behavior in the market that potentially 
is abusive. 

Senator Coleman. Those are all electronic. What about non-elec- 
tronic? Are you presuming everything is electronic? 

Mr. Corbin. I am assuming that the folks that have large posi- 
tions in the bilateral market have electronic systems to manage 
their position and that they know every day what their position is. 

Senator Coleman. What about the offshores? 

Mr. Corbin. I do not have much experience with that so I can’t 
really speak to that. 

Senator Coleman. One of the problems that we see now on the 
Wall Street side of it, 24 of the last 25 IPOs are not done in this 
country. They are going offshore. Has anyone done a study regard- 
ing the possibility of that here? Is there any way for us to have 
some control or some transparency in the offshores transactions? 
Mr. Cota. 

Mr. Cota. Senator Coleman, I agree with a lot of your concerns. 
CFTC, even if they had the data, does not have enough money to 
do anything, in my opinion. 

You are going to need a new financial — again, this is coming 
from a small company in the middle of nowhere. I think that you 
are going to need a different sort of overreaching world financial 
oversight in order to prevent anything like that. 

The one advantage that we have got is that for U.S. destined 
products you can define what is a U.S. destined product. 

I think that the speculation has been critical for the U.S. energy 
markets. In the energy business, in my industry, we used to have 
rationing and lines. The financial markets, as much as the market 
volatility is distasteful, it has ensured that we have had product 
at every day. And to me that is critical to serve the consumer. 

So yes, I agree with your comments that the consumer can be 
hurt by unintended consequences. But having a market where a 
few players can manipulate the outcome is not in anyone’s interest, 
neither the consumer nor the industry. 

Senator Coleman. And we can certainly deal with that here in 
this country if it takes place here? 

Mr. Cota. Yes. 

Senator Coleman. Absolutely. Mr. Cicio. 

Mr. Cicio. Senator Coleman, I always try to keep it very simple 
on this very complex issue, but even for the bilaterals, the common 
denominator is volume. It does not matter where that entity is lo- 
cated that is buying that natural gas, whether they are sitting in 
New York, Houston, Texas, San Francisco, or Dubai. 

If that product is going to be for the U.S. consumption, then I 
would believe that it is responsible policy for the CFTC to be able 
to collect that information. I think it is that simple. And because 
these companies all do mark-to-market transactions for themselves. 
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it appears to us that it would not be costly and would not be unrea- 
sonable to provide that information to CFTC. 

Senator Coleman. Again, I am trying to get my arms around all 
of this. I think the work that the Chairman has done in this area 
has been extraordinary. This is complex and I think you have sim- 
plified this. And we understand there are some big gaps here and 
we have to deal with those. 

I am thinking about the next step. It is one thing to get informa- 
tion. How do you enforce bilateral swap market positions? What 
kind of limits do you put on them without causing crippling effects 
on the market? I think we need this definition of excessive specula- 
tion. Even in the Amaranth investigation, there were some who ar- 
gued that this is not excessive speculation. We need to have that 
so we have a marker in front of us. 

If the markets are not electronic — Mr. Corbin presumes it is elec- 
tronic and I agree with him — but if they are not electronic or there 
are bits and pieces out there, maybe we just have to tolerate that. 
Tolerate — maybe we get our arms around what we can get our 
arms around and provide protection where we can but understand 
it is not going to be a perfect system. 

But I just think we have to be clear what we are doing and not 
tell people we have got our arms around this whole thing when, in 
fact, it is difficult and there is great cost. 

Mr. Cota, you have brought the great gift the good lord gave us, 
common sense, to this. You bring it to this discussion. It does not 
matter how big you are. You are right. But there is an enforcement 
piece that we have not even talked about. And there is a cost to 
that enforcement. Two of us up here are former prosecutors. There 
is a cost to enforcement. And we, in the Congress, have to look that 
in the face and determine if we are prepared to do that. 

Thank you, Mr. Chairman. 

Senator Levin. Thank you. Senator Coleman. Senator McCaskill. 

Senator McCaskill. Most of the questions I have I want to save 
for the academics on the next panel but I would just comment. Sen- 
ator Coleman, that if we continue to use the analogy about the ca- 
sino and whether or not we have a sufficient oversight, which is 
the set of rules that people feel like if they come to that casino they 
are not going to get cheated, they do more business. Because it is 
kind of what Mr. Cota referred to in terms of our markets here are 
attractive to international players because they have a sense that 
there is not corruption and cheating, that they can rely on a free 
market force. 

If you are going to speculate or gamble, then you sure as heck 
do not want the house to be rigged. And that is attractive to the 
international gambler in this area and so I think we need to make 
sure we continue to promote that image that we have got a regu- 
lated market so no one thinks they are going to come and get 
cheated. 

There is a certain irony to saying that we do not have enough 
money to do anything, the CFTC, when you realize the kind of vig 
we should be charging here. This is a reason everyone tries to beat 
each other to get casino licenses in the United States because the 
house is in a great position. 
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It seems to me we ought to figure a way to charge a high enough 
vig on these speculative ventures because the excessive speculation 
is driven by greed. That is the only thing behind excessive specula- 
tion is just greed. People thinking they are going to make more 
money. That is why they are excessive. 

So it seems to me we ought to figure a way to charge a healthier 
vig on the excessive speculation in order to make sure we have 
enough money to go after the people that are putting the consumer 
in the worst position of all, and that is being held captive to some- 
body’s greed. 

So if any of you have a comment about the house charging a lit- 
tle higher vig to make sure they have enough money to go after 
bad guys, I would welcome your comments before I close for this 
panel. 

Mr. Corbin. I would agree with you that CFTC needs to have 
adequate amount of resources to do its job. So I think that is im- 
portant in this whole equation. 

Mr. CiClO. Without question it is very clear that the CFTC has 
not been funded appropriately to do the kind of enforcement. But 
quite frankly, our organization has not addressed the issue of fees 
so I really cannot respond to your question. 

Senator McCaskill. I would be interested in your organization’s 
perspective if you all have an opportunity to give it some thought. 
Coming from State Government that has become very dependent 
on the lottery I realize that kind of position government has in 
gambling right now and it appears — I used to think it ironic that 
we used to take children to the Kansas City Board of Trade to 
learn about gambling while we were busy opposing gambling in 
Missouri. I always thought that it was ironic that most people in 
Missouri did not understand that all they had to do if they wanted 
to gamble was go down there and get them a seat on the Kansas 
City Board of Trade and they could gamble with the big guys, so 
to speak. 

Mr. Cota. Senator, I am not sure how are you going to get the 
vig balance correct. That is out of my area of expertise. But nobody 
likes a fixed table. And a well regulated market, no matter how 
much — speculation and gambling have a lot in common. But you 
need to know what the rules are well enough to be able to play 
with some consistency. 

If certain players are controlling the rules on the table that day 
for that moment, that is not in anyone’s interest. 

Senator McCaskill. Right. Thank you all very much. Thank you, 
Mr. Chairman. 

Senator Levin. Thank you. 

I am just going to sum up the conclusion I am drawing very 
quickly. Everybody believes that we need a regulator to go after ex- 
cessive speculation. It does not do any good to have a regulator on 
NYMEX that can prevent excessive or end excessive speculation 
and then just have that move over to say the electronic exchange. 

We will start with that. I think you all would agree with that? 
Is that fair enough? 

Mr. Corbin. Yes, sir. 

Mr. Cicio. Yes, sir. 

Mr. Cota. Yes, sir. 
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Senator Levin. And then the question would be whether or not 
we can stop the excessive speculation, which everyone agrees is 
wrong. Speculation is necessary, but we all agree excessive specula- 
tion is bad for the market and bad for your consumers. 

And the question then is can we go beyond the electronic ex- 
change to get the over-the-counter bilaterals which are not on the 
electronic exchange? This seems to me to be an important issue but 
a different issue. 

But at a minimum, what we saw happening in Amaranth makes 
utterly no sense. You have NYMEX saying stop, not that you did 
something illegal, not that you manipulated something illegal, but 
that you are doing something which must stop for the benefit of the 
market under the law which we have written. 

What we saw with Amaranth, with just a shifting from NYMEX 
to the electronic market, makes no sense at all, and that at a min- 
imum we can act to stop that. Would we have that kind of a con- 
sensus on the panel? 

You are all nodding your heads yes. 

Mr. Cota. I think that some of the oversight as it relates to ex- 
cessive speculation is revealed by perhaps the New York Mer- 
cantile Exchange. NYMEX does a lot of the regulation it does by 
itself on its own and not as a direct result of what the CETC re- 
quires. CFTC requires certain things but NYMEX has its own 
rules. The other markets do not. 

Just having a market like the New York Mercantile Exchange in 
the other areas where there is no oversight, I think, will enhance 
both the market for the consumer and the speculators, as well. 

Senator Levin. Do either of my colleagues have any other com- 
ments? 

We thank you all very much, a very helpful panel and we excuse 
you with our gratitude. 

Let us now welcome our second panel of witnesses for today’s 
hearing. We have with us Vincent Kaminski, Professor at the Jesse 
Jones Graduate School of Management, Rice University in Hous- 
ton, Texas; and Michael Greenberger, Law School Professor, Uni- 
versity of Maryland School of Law in Baltimore. 

We appreciate both of you being with us this morning. We wel- 
come you to the Subcommittee. 

As you know, we have a rule that requires all witnesses who tes- 
tify before the Subcommittee to be sworn and we would ask you 
now to stand and raise your right hand. 

Do you swear that the testimony you are going to give before the 
Subcommittee will be the truth, the whole truth, and nothing but 
the truth, so help you, God? 

Mr. Kaminski. I do. 

Mr. Greenberger. I do. 

Senator Levin. You were here, I believe, when we described the 
timing system. I will not repeat that. Professor Kaminski, let us 
have you go first, and then Professor Greenberger. 
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TESTIMONY OF VINCENT KAMINSKI, i PROFESSOR, RICE UNI- 
VERSITY, JESSE H. JONES GRADUATE SCHOOL OF MANAGE- 
MENT, HOUSTON, TEXAS 

Mr. Kaminski. Mr. Chairman and Members of the Subcommittee, 
my name is Vince Kaminski and I work currently at Rice Univer- 
sity in the Jones Graduate School of Management in Houston 
where I teach courses related to energy markets, energy deriva- 
tives, and energy risk management. 

My testimony today will address some of the issues that you 
identified in your invitation letter to this hearing. Those issues 
deal with the organization of the U.S. natural gas markets and the 
scope and consequences of excessive speculation I witnessed the 
last few years in those markets. 

My opinions are based on 14 years of experience of working for 
energy trading corporations, including merchant energy companies, 
an independent power producer, a very big hedge fund, and one of 
the biggest financial institutions. I have also been consulting re- 
cently for FERC, helping the staff to analyze market related issues. 

The opinions expressed today are my own and I do not nec- 
essarily represent the views of the institutions with which I am af- 
filiated. 

The energy markets have undergone a fundamental trans- 
formation during the last 14 years I spent working in the merchant 
energy business. In 1992, the year in which I made the transition 
to energy trading, the markets for different energy commodities 
were relatively isolated with limited linkages between different lo- 
cations and physical products. Today the landscape of the energy 
business is much different. Energy markets are evolving towards a 
highly integrated global system with shocks propagating across dif- 
ferent local markets and markets for specific physical commodities 
at a very high rate and through rapidly changing transmission 
channels. 

The energy markets represent a network of related physical, fi- 
nancial, and credit markets with very complex interactions and 
interdependencies. And it is a flaw, in my view, to look at the phys- 
ical markets in isolation from the financial markets. 

In the coming years the energy markets will be affected by grow- 
ing demand pressures from the fast growing emerging economies 
and the necessity to access more costly supply alternatives. The up- 
ward pressure on prices will increase the importance of efficient 
and transparent energy markets as sources of information about 
the costs and relative scarcity of different energy commodities and 
benefits of alternative production technologies. 

Given growing integration of the markets any distortion of the 
price formation process will propagate and reverberate across the 
entire system and will affect both investment and consumption de- 
cisions. Well functioning energy markets will become ever more 
critical not only to the welfare of the U.S. citizens but also to the 
energy security of the United States. The integrity of energy mar- 
kets deserves the same level of protection as the pipelines, refin- 
eries, ports, and other components of the physical infrastructure. 


^The prepared statement of Mr. Kaminski appears in the Appendix on page 133. 
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The energy markets and the commodity markets in general, 
given their complexity and rapid transformation, are often vulner- 
able to market manipulation. Nobody can deny this given our re- 
cent experience with the U.S. Western energy markets crisis of a 
few years ago. 

What is more important is to recognize that the nature of market 
manipulation evolves and mutates over time as the energy markets 
become more complex. In the past, market manipulation was typi- 
cally associated with squeezes, corners, and withholding of physical 
supplies from the market. Today market manipulation can be ac- 
complished in many different ways by taking advantage of a vari- 
ety of trading platforms and leverage offered by derivative instru- 
ments. A typical scheme evolves around taking positions on dif- 
ferent trading platforms, platforms that often receive different lev- 
els of regulatory scrutiny. 

Subsequently, a potential manipulator may engage in bursts of 
rapid fire trading in one market around specific contract expiration 
time when market liquidity dries up in order to influence the prices 
used for settlements of outstanding contracts on other platforms 
and in other markets. The losses incurred through such trading 
would be typically offset by gains on the positions taken on other 
platforms and other instruments. 

Also, a potential manipulator can use different platforms to de- 
compose a scheme into different pieces and the regulators, who can 
see only one part of the bigger scheme, will not detect the manipu- 
lation in time. 

I am getting close to my time limit so I shall briefly summarize 
the recommendations I would like to make. In my view, the effi- 
ciency and transparency of the U.S. energy markets can be in- 
creased without sacrificing the risk-taking culture and the spirit of 
innovation. The critical element of the market reform is, in my 
view, an improved access to information. Such initiatives may be 
initially opposed by many market participants but in the long run 
the industry will benefit from them. Less opaque, more transparent 
markets will grow and flourish in the long run, as evidenced by 
many other examples. 

My recommendations include regular reports of large trans- 
actions executed in the OTC markets; elimination of the Enron ex- 
emption; regular reports of trading activity on the ICE exchange 
available to the trading community. 

Thank you. I will be glad to answer any questions. 

Senator Levin. Thank you very much. Professor Kaminski. 

Professor Greenberger. 

TESTIMONY OF MICHAEL GREENBERGER, i LAW SCHOOL PRO- 
FESSOR, UNIVERSITY OF MARYLAND SCHOOL OF LAW, BAL- 
TIMORE, MARYLAND 

Mr. Greenberger. Good afternoon and thank you for inviting 
me to the hearing. I would submit my testimony. 

I really wanted to cut to the chase on this. I am more than happy 
to answer questions. You have asked excellent questions of the 
prior panel. 


^The prepared statement of Mr. Greenberger appears in the Appendix on page 137. 
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Senator Klobuchar, who is on the other side of this? 

Senator McCaskill. McCaskill, hut that is OK. 

Senator Levin. McCaskill. 

Mr. Greenberger. McCaskill, I am sorry. Senator McCaskill. 

Senator McCaskill. We get mistaken all the time. It is OK. 

Mr. Greenberger. It is interesting that you are from Missouri 
because you should be talking to Congressman Graves, who got the 
Enron loophole largely undone on a floor vote on the House of Rep- 
resentatives when the Republicans controlled the House and nat- 
ural gas was at $14 per million BTU. It is at $7 today. Why did 
he do that? Because the farmers of Missouri were dependant on 
natural gas and were dying on the vine, paying $14. 

Who is on the other side of this? Go look at the advisory commit- 
tees that the CFTC sets up to advise them. You are not going to 
find the prior panelists on those advisory committees. You are not 
going to find your constituents who are paying 35 percent of their 
income from natural gas. Go down the list. It is Goldman Sachs. 
It is Morgan Stanley. 

The CFTC is a captive of the industry it regulates. There is just 
no doubt about it. And I am under oath and I take that position. 

When Mr. Cicio went to the CFTC in June 2005 to talk about 
the Inter Continental Exchange and the question of whether they 
should continue to be regulated as a United Kingdom company, 
which for purposes of crude oil they are, Osama bin Laden could 
not have been treated any worse by the CFTC because that was a 
consumer voice coming in to an agency that is dominated by the 
International Swaps Dealers and Derivatives Association, the Fu- 
tures Industry Association, the Securities Industry Association, the 
Bond Market Association, and I could go on. 

And Senator McCaskill, you will meet those people believe me, 
if you want to do away with the Enron loophole. And they will give 
you every reason under the sun not to do it. 

Amaranth. Nobody got burned besides the investors of Ama- 
ranth. Well, your prior panel made it clear and your constituents 
are telling you that they got burned. People locked in to prices that 
were artificially high in the summer of 2006 and turned around 
and the spot price was at least one-third lower than what they had 
to charge their consumers. 

If you talk to people like the New England Fuel Institute, these 
are small businessman. When you ask them what is the global im- 
pact that is going to be, that is not what they are dealing with. 
And I will tell you what the global impact is going to be. But their 
consumers are furious with them. And they are not controlling this 
situation. They are trying to hedge. 

Yes, you need speculators in this market. The markets could not 
function without speculation. But these are not casinos. Amaranth 
turned it into a casino. If you want to have gambling, go to Las 
Vegas. 

This is for a commercial purpose to allow farmers and producers 
to hedge and the speculators are invited in to create liquidity. And 
the statute, because of the farmers who were taken to the cleaners 
by the Chicago Board of Trade at the turn of the 20th Century, the 
farmers were the ones who insisted there be no excessive specula- 
tion. 
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And by the way, the Enron loophole does not apply to the agri- 
cultural interests. If it did, you have wheat producers here com- 
plaining about what is happening on these markets. And the farm- 
ers are too smart and too vigorous to allow this to happen to them. 
Agriculture remains completely under the control of the CFTC. 

Now with regard to people going over to London, the Inter Conti- 
nental Exchange bought the British International Petroleum Ex- 
change. And with that fig leaf, they present themselves as a U.K. 
company. And they want to take advantage of that. 

But are they going and buying up London exchanges? No. They 
have just made a $12 billion bid for the Chicago Board of Trade. 
They bought the New York Board of Trade. They want to do busi- 
ness in the United States. These kinds of contracts are not — you 
cannot go to Dubai and hedge for natural gas that is going to be 
delivered in the United States. The United States is the industry 
here. ICE is dying. They want to take over the Chicago Board of 
Trade. They do not want to go to London. 

The Enron loophole, if I might just conclude, Alan Greenspan, 
Secretary Summers, Chairmen Levitt and Rainer, the Chair of the 
CFTC, each told Congress do not pass the Enron loophole. The 
market is too much subject to manipulation. The House did not 
pass it. How did the Enron loophole get here? It was introduced in 
cover of darkness. It suddenly appeared. 

And Senators Feinstein and Cantwell, after seeing the manipula- 
tion caused by EnronOnline, raising the price of electricity $40 bil- 
lion for the consumers of California, ask them about these ex- 
changes and what impact they do. You will hear their answer and 
you will hear Amaranth’s people, they have an economist today 
who has testified in 83 different proceedings. I counted them. Your 
constituents do not have an expert who has testified in 83 different 
proceedings. You are the expert. 

Yes, there should be speculation. There should not be excessive 
speculation. If you are worried about prosecution, cut it off in the 
beginning the way NYMEX tried. NYMEX told them do not go 
afar. We do not know what this is going to do, but you are going 
to cause a dysfunction in the market. Stop. That was not prosecu- 
tion. That was prescriptive regulation that avoided prosecution. 

This can be stopped in a flash. 

And finally, with regard to bilateral, that is a very dangerous 
word, bilateral. Because EnronOnline, which needed the Enron ex- 
emption — by the way, Enron predefunctness set up their 
EnronOnline before they got the Enron exemption, they were so 
confident they were going to get it. It was grossly illegal and crimi- 
nal but they had it running. 

And by the way, when you look at this report and see who the 
Amaranth traders were, they were old Enron officials, traders rath- 
er. They brought Enron on. And Amaranth may have gone, Brian 
Hunter took home $75 million the year before the collapse. He does 
not have to give that back. And the next time we have a crisis like 
this, you are going to find the Amaranth traders have been hired 
by somebody else. 

Senator Levin. Thank you. Professor, very much. Thank you 
both for your testimony. 
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Let us get to the point — we have tried very hard, some of us, to 
close the Enron loophole. We had a vote on it on the floor. We were 
not able to persuade our colleagues. We limited it at that time to 
the electronic exchanges, to add the electronic exchanges to 
NYMEX. We thought we could get that done. We have been unable 
to get that done. 

If that is all we can do this, does that do the job? If we could 
cover the electronic exchanges, does that do the job? 

Mr. Kaminski. Probably not. In my view, it is necessary to put 
in place reporting requirements for the OTC transactions which are 
typically arranged by the voice brokers. It is a challenging task be- 
cause, unlike the NYMEX and ICE transactions, many OTC trans- 
actions are highly structured and nonstandardized. And also, in 
many cases, they extend over longer time periods and contain pro- 
prietary information. 

But at the end of the day any trading corporation has to summa- 
rize the positions. They have to know how many MMBtus they sold 
or bought, what is the position, what is the tenor of the positions. 
If they do not have this information, they should not be in the busi- 
ness. 

And this information can be aggregated, summarized, and re- 
ported. I do not see any technical challenges related to it? 

Senator Levin. There is no technical challenge to getting to the 
whole over-the-counter market? Is that what you are saying? 

Mr. Kaminski. Yes. 

Senator Levin. You agree with that. Professor Greenberger? 

Mr. Greenberger. My own personal view is, and it is not based 
on any scientific study, is I think the voice brokers play such a 
small role in this. If voice brokering was OK, you would not have 
ICE and you would not have had EnronOnline. I sat in meetings 
with people when the CFMA was discussed and people from Gold- 
man Sachs and the financial markets said, oh my God, you are 
going to make us do things by voice brokerage? That takes time. 
I am one call. I want to go to a computer screen and press a but- 
ton. 

If I could just interrupt. Senator Levin, they call that bilateral 
trading because it is bilateral. They have entered into an agree- 
ment by pressing a button. That is multilateral trading. That must 
be covered and can be covered and should be and would be covered 
if the Enron loophole were eliminated. 

Senator Levin. So that you basically believe we could technically 
write a law which would cover the trading which you just described 
if it were described by either electronic or by size? 

Mr. Greenberger. Yes. The technical word has already been 
multilateral transaction execution facility. And you must be careful 
because the industry will come to you and say oh no, what we are 
doing is bilateral. But you want to look in what they are doing. 

Senator Levin. I understand. But now if we are able to finally 
get the regulators into that area, will there be a move to true bilat- 
eral trading? Or is that so impractical for the traders that they will 
not move to a true bilateral trade? 

Professor Kaminski. 

Mr. Kaminski. I agree with my colleague. The days of market 
based on voice brokers are probably counted. The markets across 
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the world are moving to electronic trading. And even if we have an 
initial reaction and some migration of trading from the electronic 
exchanges like ICE back to the broker market, it will not last long. 

Senator Levin. And you agree with that, Professor Greenberger? 

Mr. Greenberger. Yes, absolutely. You want to get to the multi- 
lateral computerized trading. 

Senator Levin. And you have no concern that if we cover that, 
there will be a return to the true bilateral voice brokering? That 
is not a concern? 

Mr. Greenberger. That is not a concern and my own view is it 
would be impractical to try and reach the bilateral voice brokering. 

Senator Levin. Now who is going to be the enforcer? Who is the 
regulator here? Is it CFTC through NYMEX and through ICE? 

Mr. Greenberger. The important point that I think has been 
lost in all of this is that each exchange, once they are regulated by 
the CFTC, is a self regulatory organization. They are the front line 
of protecting the consumer. The CFTC cannot do it all. 

Senator Levin. Can ICE do it? 

Mr. Greenberger. Yes, absolutely. But they are not required to 
right now. 

Senator Levin. And who is going to do the multilateral trading 
regulation? 

Mr. Greenberger. In that case you are quite correct, there 
would not be a self regulatory organization. But the multilateral 
transaction execution facility would report directly to the CFTC, as 
EnronOnline would have had they not achieved this still-of-the- 
night exemption. 

Senator Levin. So they would report to the CFTC. Do you agree 
with that? 

Mr. Kaminski. Yes, I do. 

Senator Levin. Now, that then puts at least that part of the 
trading into the hands of an organization that you say is captured 
or owned by the people who are being regulated. Is that a problem? 

Mr. Greenberger. Well, as I understand it — I may have misread 
things. But on Thursday there is a confirmation hearing for two 
commissioners. One of them is a former lobbyist for the Inter- 
national Swaps Dealers and Derivatives Association. 

I do not know this is a fact, but I would bet that person has writ- 
ten more testimony in opposition to taking down EnronOnline than 
any person in the United States. 

Senator Levin. I am not disagreeing or agreeing with you. 

Mr. Greenberger. And she is being paired with a former aide 
of Senator Daschle, and that is the way it is done. But there are 
three vacancies on this commission, including the chair. 

Senator Levin. I am not agreeing or disagreeing with your point, 
in terms of controlling CFTC. I am simply saying if that continues, 
then would there be a problem in relying on CFTC regulating that 
part of the market which is not self-regulating? 

Mr. Greenberger. I think with Congressional direction, and I 
think you are seeing a little bit on that what happened Friday 
afternoon with this new proposed rule, with Congressional direc- 
tion, the CFTC would be responsive. And I think in terms of over- 
sight — and I know that is not your function, if the CFTC could be 
encouraged to welcome the people like who were on the former 
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panel and put them on their advisory committees so they have a 
voice in the regulatory process, I do believe that eliminating the 
loophole with good Congressional oversight the CFTC could handle 
this. 

Senator Levin. Have you had a chance to read our entire report, 
either or both of you? 

Mr. Greenberger. I have. 

Senator Levin. Have you Mr. Kaminski? 

Mr. Kaminski. No, I started reading the report last night on the 
plane. I read about 40 percent of the report and so far I agreed 
with practically every statement contained in the report. 

Senator Levin. Thank you. Professor Greenberger, could you give 
us reaction to the report? 

Mr. Greenberger. I have worked in this area for 10 years. And 
what comes a close second to this report is the report that was put 
out under Senator Coleman’s auspices a year ago dealing with the 
crude oil industry. This report had the advantage of market data. 

Leaving aside where it comes out, it is the most full complete re- 
port giving you a major understanding of the markets, the need for 
hedging, the role of speculation, the problem with excessive specu- 
lation, and the way the statute works. I think is a first-rate piece 
of work and the Subcommittee is to be congratulated. 

Senator Levin. We and our staff thank you both for those com- 
ments. 

Now, let me go on to the final question that I have, and this has 
to do with that chart we had up there before. 

There was a direct order to Amaranth to reduce its holdings. And 
the reason for that order was that the NYMEX saw a danger in 
what was about to happen. It was preventive. 

Would you agree that we have got to act in order to prevent 
harm? And that it is not enough to simply rely on the manipulation 
provisions of law, which then punish actions that have taken place? 
Would you agree with that? 

Mr. Greenberger. Absolutely. 

Mr. Kaminski. Yes, I fully agree with this. The problem is that 
one could argue that there is no problem with excessive market 
manipulation and speculation if the losses are limited to a group 
of highly sophisticated investors who should know better when they 
invest in the hedge funds. 

The problem is that in a market economy prices have con- 
sequences. And if prices are distorted through excessive specula- 
tion, this has a systemic impact on the markets. And I worry not 
so much about this unfortunate incident. I worry more about the 
systemic impact the excessive speculation will have on the future 
of the energy markets. This would be a greater concern to me than 
the specific case of consumers overpaying for natural gas last win- 
ter. 

Senator Levin. I did have an additional question. That is, the 
CFTC rule last week, and whether or not by requiring traders on 
regulated exchanges to disclose their holdings on the unregulated 
markets, whether or not that goes anywhere close to what we are 
talking about here. 

Mr. Greenberger. It goes a little bit of the way but not the 
whole way. For one thing, I am sure what the CFTC is saying to 
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people now is they are getting data that they are required to get 
from NYMEX. ICE has “voluntarily” agreed to give them data. 

What are they going to do with the data? They have got to have 
some standard. And the standard is excessive speculation. Con- 
gress has to tell the CETC, you can deal with expressive specula- 
tion on ICE and multilateral exchanges like ICE, and what is ex- 
cessive speculation. 

Look, bookies even stop taking bets at some point because they 
are worried about what is going to happen. NYMEX stopped taking 
bets not because NYMEX was worried about the consumer interest. 
This was all done on borrowed money. Using a contract, you only 
put down 10 percent of the funds. Banks are funding the rest. 
Clearinghouses are guaranteeing the banks. 

What NYMEX was worried about was Amaranth was going to 
fail and their clearing function would collapse. 

So there is an economic measure here that needs to be followed. 
Clearly eliminating the Enron loophole would bring ICE into the 
measure. No prosecution, no enforcement. Just when you get to a 
certain level, thank you, you have provided liquidity to the market. 
Now you have to step back. Which is what NYMEX told Amaranth. 
It would have been in Amaranth’s best interest to step back. 

Senator Levin. It is going to take some direction from Congress. 
It is not enough that the information simply be available, that it 
is going to take the removal of the Enron loophole essentially, if 
we are going to cure this problem. You both agree with that? 

Mr. Greenberger. Yes. 

Mr. Kaminski. I do. 

Mr. Greenberger. One other point about that rule is it does not 
require — NYMEX can get information about a trader under that 
rule, what the person is doing on ICE. If the person says hey, like 
Amaranth said, I do not want to get into this regulatory thing. I 
am just going to trade on ICE, that rule does not call for the infor- 
mation to be gathered. It only helps NYMEX. It does not help the 
regulator or the policymaker understand if all of the traders decide 
to do what Amaranth did and go to ICE. It does not affect that 
trading. 

Senator Levin. It is only if they decide to continue on NYMEX 
that they would be covered. 

Mr. Greenberger. Exactly. 

Senator Levin. Senator Coleman. 

Senator Coleman. Thank you, Mr. Chairman. 

Professor Kaminski, I appreciate your reflections on systemic im- 
pact. And certainly the first panel’s discussion talked about sys- 
temic impact. It is not just the traders who are impacted. 

We have had a lot of discussion about excessive speculation. To 
both of you gentlemen, how difficult is it to define that? Is this ac- 
cepted? And who does that? Is this something that Congress does? 
Can we leave it to the CETC? Both of you gentlemen. Professor 
Kaminski. 

Mr. Kaminski. Yes. It is very difficult to define excessive specula- 
tion and the term itself is a bit fuzzy and ambiguous. I would iden- 
tify three or four different types of players in the energy markets. 
We have pure speculators and they are critical to the process be- 
cause they provide the necessary lubrication to the process. 
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We have big market makers and the financial institutions which 
take proprietary positions and in this sense they speculate. But 
they also offer the risk management tools to the producers and con- 
sumers of energy. And they are a critical component of the system 
because they help to reduce the risk to those participants in the in- 
dustry who are risk averse. 

And finally, we have producers and consumers of energy who are 
interested in reducing somewhat the returns they get in return for 
reduction in risk. 

My long-term concern is that the natural hedgers, the producers 
and end-users of energy, will depart this market if they are scared 
by excessive speculation. And we already have a lot of evidence 
that this is taking place. 

Senator Coleman. Professor Greenberger. 

Mr. Greenberger. I think you do not have to define it. I think 
you can give guidance. I think the CFTC can do it by rule. And the 
assurance here is NYMEX had already done it. They had account- 
ability rules. That is what led NYMEX to tell Amaranth to stop. 
This is not rocket science. This can easily be done. 

Do not forget a large trader is someone who trades 200 contracts. 
Amaranth had 100,000 contracts. As Mr. Cicio said, all of the con- 
tracts on NYMEX for the contract month he is talking about, by 
everybody buying contracts on NYMEX for the month he referred 
to is 90,000. Somewhere we can come to an agreement where spec- 
ulation is good but you cross a line. 

This is the kind of thing financial regulatory agencies do every 
day, capital rule requirements, what have you. You pick a figure 
based on guidance from Congress. 

Senator Coleman. Professor Greenberger, you raise questions 
about CFTC that are not just legislative direction issues or regula- 
tion issues. It goes to basic structure, mindset. 

Mr. Greenberger. That is correct. And I think there is a great 
opportunity for the U.S. Senate to put the right consumer oriented 
mindset. You have three vacancies coming up. It has been tradi- 
tional that anybody who supports the industry gets passed on the 
Senate floor by a voice vote with no discussion. Senator Feinstein 
went to the floor in the last hours of the 109th Congress to stop 
the lobbyist from ISDA because she knows what ISDA’s concept did 
to the electricity payers in California. 

You have got three vacancies now. This is a great opportunity to 
reshape that agency. 

Are there going to be industrial consumers represented in the 
Commission? Are there going to be regular consumers in the Com- 
mission? Are there going to be academics? Today, if the Financial 
Industry Association, the International Swaps Dealers Association, 
and the Bond Market Association give their blessing, the history 
has been the person goes through. 

And even Republican commissioners, Joe Dial being the most fa- 
mous, a former Texas Ranger, policeman not baseball player, and 
good friend of Phil Gramm from Texas was held on the floor of the 
Senate because he dared to question practices in the Chicago Board 
of Trade. 

If you represent the consumer, you get stopped. If you are help- 
ing the banks, you sail right through. You have got to put a stop 
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to that. These people who testified in the first panel and your con- 
stituents deserve representation. And if not representation, a ma- 
jority interest in what the CFTC does. 

It is no longer a backwater agency. This hearing shows that. 
Hundreds of millions of dollars are at stake, hundreds of millions 
and billions out of consumers’ pockets. 

If you let this sail through thinking it is some backwater agency, 
your constituents are going to pay through the nose and the Brian 
Hunter’s of this world are going to take home $75 million a year. 

Senator Coleman. Could you talk a little bit about financing reg- 
ulation? There was some discussion about user fees a little while 
ago. I would be interested in your perspective. 

Is there a point at which those user fees, in fact, drive folks to 
other markets? Is this something we should be concerned about? 

Mr. Greenberger. There are user fees in every market except 
the futures market. I think user fees, let me tell you, if you try and 
put user fees in the CFTC, you are going to hear who the other 
side of the common sense because it will eliminate silk linings in 
suit jackets if they have to pay those user fees. 

But I think user fees should be explored. I have not thought it 
through very carefully. There is no reason the U.S. public should 
have to pay to make sure that Brian Hunter keeps his trading lim- 
ited to speculation as opposed to excessive speculation. 

Senator Coleman. Do you have any concerns. Professor, about 
any shifting to opaque markets, any shifting to the bilateral or 
non-electronic markets? Is your sense that those are either small 
percentages or not practical questions? 

Mr. Greenberger. I sat and heard people from Goldman Sachs 
tell me 10 years ago, voice brokering is a dying art. It is still done 
but that is not the way you make your silk lining in your suits. I 
am not worried about that. 

And I think ICE is the primary example. They portray them- 
selves, even though they are in Atlanta and even though the in- 
vestment banks own large portions of it, U.S. investment banks, 
even though they are trying to buy Chicago Board of Trade, they 
can say to themselves we are going to go to London. They are not 
going to London. This is where, these markets are where things are 
being done. 

I remember the Chicago Mercantile Exchange had a contract 
that paid off depending on what the interest rates that Russian 
banks paid. You won if you guessed right, you lost money if you 
guessed wrong. And they called up one day and said guess what, 
the Russian banks are meeting before the contracts closed and they 
are lowering their interest rates for a day. So that when the con- 
tract has to get paid, the interest rate drops, then the contract ex- 
pires, they go back and meet and raise it again. 

Do you think people are going to trade natural gas contracts in 
Russia? No. 

Senator Coleman. Professor Kaminski, you have talked about a 
globalized market. You have raised concerns about balkanized reg- 
ulatory infrastructure. Can you talk a little bit about the offshore 
markets, about the bilaterals and something that we should be con- 
cerned about as we move forward? 
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Mr. Kaminski. I do not believe that any responsible corporate en- 
tity will move to migrate to trading on an exchange established in 
a banana republic. The U.S. market is too big and too important 
and too sophisticated to really lose the business to other trading 
platforms. 

If this happens, the business will go to the countries which have 
a regulatory infrastructure which is similar to ours if not more 
complete. The regulatory institutions in those countries, like for ex- 
ample FSA in the U.K. will cooperate with the U.S. Federal agen- 
cies. 

So I do not see a big danger in U.S. energy trading, energy ex- 
changes losing business in the long run to other platforms. If this 
happens, it will be more — it will happen on a relative basis and 
will be just a manifestation of the fact that other markets outside 
the United States are growing and catching up. 

So the U.S. market is not going to shrink in size. It will continue 
to grow. It may be relatively smaller compared to other markets 
but it will not go away. 

Senator Coleman. Thank you. Thank you, Mr. Chairman. 

Senator Levin. Thank you. Senator McCaskill. 

Senator McCaskill. Professor Kaminski, in your testimony I 
looked at your written testimony, and you talked about the various 
aspects of manipulation. The second one you talked about was the 
aggressive rapid and large volume trading near the expiration of 
a contract talking about the excessive speculation, which we have 
talked about at some length at this hearing today. 

The first one that you talked about, however, was the exploi- 
tation of market power control by the control of physical assets or 
physical supply. I would like both of you to address what, if any- 
thing, can be done in that area by Congress? 

It is interesting to me because most businesses there is an incen- 
tive to invest in the capital infrastructure. There is a bottom-line 
business incentive to keep the infrastructure strong, to keep the 
capital investment at peak performance. 

The irony is in this area there is a disincentive because if you 
can fig leaf a lack of supply because of a problem with the delivery 
in terms of the capital infrastructure, then it is a way that you can, 
in fact, manipulate the market to your advantage. 

What, if anything, can we do in terms of that manipulation issue 
as it relates to market control of the physical assets and then 
therefore of the physical supply? 

Mr. Kaminski. Well, one fact to be recognized is that the energy 
market is global integrated. But at the same time there are local 
pockets of market power which have been due to the rigidities and 
imperfections of the physical infrastructure. 

And often at the specific trading location, far away from NYMEX 
and ICE, is a company which is relatively small in size can estab- 
lish a dominating position because it controls the transmission 
lines or it controls the pipelines in a given region and takes advan- 
tage of the fact that it dominates a local market. And then it may 
engage in very similar strategies, taking positions in the deriva- 
tives and trading high volumes in the physical markets to influence 
the benchmarks which are used for settlement, cash settlement of 
derivative transactions. 
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Senator McCaskill. What can we do in Congress to address that 
kind of manipulation? 

Mr. Kaminski. Information and information again. Just reporting 
the positions taken in the OTC markets and on ICE will preclude 
it, because this form of manipulation happens typically outside 
NYMEX, happens through the OTC markets, and happens through 
the ICE. 

Senator McCaskill. So the prescription for the second kind of 
manipulation will also cure the first kind? 

Mr. Kaminski. In my view it will go a long way to address this 
problem. 

Senator McCaskill. You both have kind of addressed this, and 
that is that the attractiveness of our market, in fact, is due to the 
regulation, which is not what you hear from people who are work- 
ing against regulation. You hear oh, if we regulate, they are going 
to run off someplace else. 

But essentially what both of you are saying with your expertise 
in this area is that it is the certainty that regulation provides that 
is the magnet for the investment in this regard because people 
know it is not going to be a fixed house. Is that a fair way of sum- 
marizing your position on that issue? 

Mr. Greenberger. Certainly in the financial area that is abso- 
lutely true. The proof in the pudding is after this report came out 
today, NYMEX started putting out press releases saying you want 
to invest securely, invest in a regulated exchange. Yes, that is the 
answer. 

When Long Term Capital Management failed, the Chicago ex- 
changes put out a full-page ad in all of the financial newspapers 
saying this would have never happened if this trading had hap- 
pened on the Chicago Board of Trade or the Chicago Merc. 

And yes, you do not want having indices arbitraged in advance 
of payments on these contracts like it happened in Russia with 
their bank thing. That would not happen in the United States, 
even with the most minimal regulation. Good regulation does at- 
tract interest. 

I would also say, with regard to the IPOs going over to Europe, 
I would look at the percentage U.S. investment banks take to put 
out an IPO. I think it is 7 percent versus 4 percent in Europe. That 
may have a big explanation why IPOs are being done in Europe. 

Senator McCaskill. As opposed to it is a less stringent regu- 
latory environment? 

Mr. Greenberger. Absolutely. And the other point is, about this 
arbitrage, potentially Congress passes a law, does things strictly. 
There is something called the International Organization of Secu- 
rity Commissions. And by and large, I remember when Long Term 
Capital failed, they put out a report about what needed to be done 
to control hedge funds. Many of the securities commissions want to 
look to the United States for how to regulate effectively, and on 
their own adopt procedures to try and stop these malpractices from 
happening. 

Now they do not have somebody buying 100,000 contracts over 
there. They have not been exposed to this kind of massive excessive 
speculation, if not manipulation. But they would be very sympa- 
thetic to the kind of discussion that you are having here today. 
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Senator McCaskill. Let me finally address the comments you 
made, Professor Greenberger, about the CFTC and the oversight 
function that it has or has not based on the compilation of the 
board. I will tell you that it was fascinating to me maybe last week 
or the week before when we had a hearing in the Commerce Com- 
mittee with the FCC. The commissioner from the FCC said well, 
the reason that they have not acted on this, if we can just talk the 
next panel into all agreeing, they would probably move forward. Of 
course, the next panel were all the industry players. 

It was an absolute confession in a Senate hearing that the FCC 
was not capable of acting unless all of the people making money 
could, in fact, join hands and agree. 

Are you saying that the CFTC has that same kind of dynamic, 
that they are dependent upon agreement of the big financial play- 
ers in this area in order for them to do what they need to be doing 
right now? 

Mr. Greenberger. I am going to be very candid with you, it is 
worse than that. It is a very small agency. It started out as an ag- 
ricultural agency. And all of a sudden Goldman Sachs, Morgan 
Stanley, J.P. Morgan Chase, Bank of America, and all of these 
prominent people walked in the door and essentially unless you 
watch what happens, they take over. 

If you look at the Wall Street Journal, I think it was December 
13, 2001, there is a story there which I believe the protagonist 
agreed to where a lawyer from Sullivan and Cromwell called the 
commissioner over to the Washington, DC office of Sullivan and 
Cromwell and instructed that commissioner on how he should vote. 

Now that would not happen at the FCC. It would not happen at 
the SEC. By the way, the commissioner came back and reported it 
immediately, and so maybe it did not happen at the CFTC either. 
But the fact that they thought that they could do that 

Senator McCaskill. They could. 

Mr. Greenberger [continuing]. And by and large if somebody 
from Goldman Sachs or the Managed Funds Association, which is 
the industry association for hedge funds, needs an appointment 
with a commissioner my experience was, in the 2 years I was there, 
the appointment happens that day. 

By the way, there is a lot of talk about the fact that the CFTC 
should be part of the SEC because a lot of these instruments it is 
hard to tell whether they are futures, derivatives, or securities. So 
why have a fight over it? Let us put them all in one 

Senator McCaskill. Put them all one place. 

Mr. Greenberger. But I will tell you something, the people I am 
talking about do not want that to happen because they know that 
even with the present SEC that some people may think is more 
laissez-faire than traditional, they are not going to be able to say 
jump and hear the question back how high. 

Senator McCaskill. Professor Kaminski, do you think it would 
be a good idea to move the CFTC under the SEC? 

Mr. Kaminski. I did not think about it. Given the growing inte- 
gration of the U.S. financial markets, it definitely makes sense to 
improve coordination between different agencies, including FERC, 
SEC, and CFTC. Whether it makes sense to create one big institu- 
tion, regulatory institution, regulating all the markets, looking at 
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all the markets, I have not been thinking about it so I cannot give 
you an informed opinion. 

Senator McCaskill. I would welcome both of your comments 
about both a user fee structure so that we are getting the vig that 
we need to run the place. 

And second, whatever thoughts you have about if, in fact, due to 
the changing and evolving financial transactions as it relates to 
these kinds of products, particularly in light of the global nature 
and electronic transactions, if it does make sense for all of this to 
be under the umbrella of one regulatory realization as opposed to 
being split up the way it is. I would appreciate your input on that. 

Finally, I will just say that the biggest enemy we have here is 
complexity. Invariably the public can be the best lobbyist in the 
world, if they are aware, informed and understand. Unfortunately 
in this area this is so complex that most people do not understand 
the relationship between what they are paying on their gas bill and 
hedge funds and the speculative market. And frankly, until 2 days 
ago, I had no idea what ICE even was. I did not even understand 
ICE. 

To the extent that you all can present the view of consumers 
from a very educated position is invaluable to this Subcommittee. 
I only wish that you could, in fact, multiply and fan out throughout 
the capitol and begin to do one-on-one visits with all the senators 
that have votes because I can assure you the other side will do ex- 
actly that. Thank you very much. 

Senator Levin. Thank you. Senator McCaskill. Just a couple 
more questions to get this on the record. 

The size of the Amaranth position on the market and the signifi- 
cance for the market when the traders get to be that large, is that 
a significant matter? 

Mr. Kaminski. It is a very significant matter and Amaranth’s po- 
sition were known to the market. The market knew about it. And 
when I was watching the situation last year it was like watching 
a train wreck in slow motion. It was obvious that it would end up 
in a crash. 

Senator Levin. Does it also affect future prices when someone 
can dominate the market to that extent? 

Mr. Kaminski. Absolutely. 

Senator Levin. Professor Greenberger. 

Mr. Greenberger. Absolutely. The futures markets, to the ex- 
tent they are transparent, are used for price discovery. If you are 
affecting them, these kind of trading affects the market. The col- 
lapse of Amaranth and the drop in natural gas, you do not have 
to be a rocket scientist or have an algorithm to figure out why that 
happened. 

Senator Levin. To get a direct answer for the record, then the 
size of the Amaranth trades affected future prices? 

Mr. Greenberger. Absolutely. 

Mr. Kaminski. Yes, it did. 

Senator Levin. In terms of CFTC, does it pay to — end the Enron 
loophole — close it, even with the current CFTC? Even if we cannot 
do these kind of changes, we are not the people who appoint them 
and whether or not they are confirmed is kind of a different issue, 
and an important one. But is it worth pursuing and following the 
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road that we are on, even if we cannot impact the makeup of the 
CFTC? 

Mr. Greenberger. I think it definitely is. I think that as captive 
as it sometimes is, that the direction from Congress will have an 
influence. 

And also, the Commodity Exchange Act has a private right of ac- 
tion point in it. I say that hesitantly. I do not want to look to pri- 
vate lawsuits to protect these things. But if you put down these 
mandates and all these malpractices are happening. Amaranth’s 
lawyer was quick to point out there was no intent here, trying to 
stay one step ahead of manipulation. I am not so sure that they 
are one step ahead. 

But yes, you definitely should do this. It is an easy fix. Alan 
Greenspan would agree with you on it. He did not want this to 
happen in 1999-2000. It should be fixed immediately. 

Senator Levin. Do you agree with that Professor Kaminski? 

Mr. Kaminski. I agree that removing the Enron exemption will 
be very helpful. But at the same time, CFTC should be given more 
firepower. It may be underfunded and understaffed currently. 

I have been watching the energy markets not only in the United 
States but also in other markets. And the common denominator is 
complexity. This is what was mentioned a moment ago. 

There were many cases of manipulation in other countries. The 
regulators came. They looked at the complexity of the trades and 
volume of the data and they threw their hands up in the air and 
left. They did not have resources to investigate the issues. 

Senator Levin. Senator Coleman. 

Senator Coleman. Nothing. Thank you. 

Senator Levin. Thank you both. You have been a tremendous 
panel and we are very appreciative. 

Let us now welcome our final witness for today’s hearing, Shane 
Lee, who is a former natural gas trader at Amaranth, appearing 
here today at Amaranth’s request, to answer questions about its 
trading. 

Let me just clarify what I just said, that even though Amaranth 
is the one that selected Mr. Lee to represent them and to answer 
questions today, we obviously are the ones that asked Amaranth to 
identify a witness who could answer questions about its trading, 
and Mr. Lee was identified by Amaranth as that person. Mr. Lee 
worked at the Calgary office of Amaranth where the energy trading 
was carried out. 

Mr. Lee, we appreciate your being with us this morning. We wel- 
come you to the Subcommittee. As you have heard, all witnesses 
who testify before the Subcommittee are required to be sworn so 
we would ask that you stand at this time and please raise your 
right hand. 

Do you swear that the testimony you will give before this Sub- 
committee will be the truth, the whole truth, and nothing but the 
truth, so help you, God? 

Mr. Lee. I do. 

Senator Levin. We have that system there where that light will 
go on a minute before the 5 -minute mark, where we would hope 
that you could keep your oral testimony to. And we, again, appre- 
ciate your coming here. We know that you are coming here volun- 
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tarily and we have had your cooperation in terms of getting infor- 
mation. We will ask you now to proceed. 

TESTIMONY OF SHANE LEE,i FORMER NATURAL GAS TRADER 
AT AMARANTH, LLC, CALGARY, ALBERTA, CANADA 

Mr. Lee. Chairman Levin, Ranking Member Coleman, thanks for 
the opportunity today to appear to discuss the important issues 
that the Subcommittee is considering. As a bit of a background, I 
have been trading natural gas for 9 years now. During my career 
I have traded pretty much most conceivable products in the gas 
market at one time or another, including both physical and finan- 
cial gas. 

In April 2006, I began working at Amaranth. My job at Ama- 
ranth was to trade Northeast markets but I also did trade futures, 
swaps, and options. I managed my own portfolio, which was sepa- 
rate from Amaranth’s much larger natural gas portfolio managed 
by my boss, Brian Hunter, who was the head of the natural gas 
desk. 

I worked principally in the offices in Calgary, Alberta, and I was 
strictly a trader. I did not have any contact with investors and I 
did not play any role in the management of the company. 

The Subcommittee has asked whether I believe Amaranth en- 
gaged in so-called excessive speculation. First, there is a common 
media misconception that Amaranth lost over $6 billion in wrong 
way energy bets and therefore must have engaged in speculation 
to absolute extremes. This is not necessarily true. 

By mid-September 2006, Amaranth energy portfolios had given 
back around $2 billion it had been up at the end of August. My un- 
derstanding was that Amaranth senior management became con- 
cerned it did not have the cash on hand to deal with any further 
margin calls and chose to sell its portfolios to competitors to re- 
main solvent. The undeniable fact is that only a small portion of 
Amaranth’s actual $4 billion, just a little bit over $4 billion, in real 
losses were truly a result of the energy trading losses. The rest was 
the sale of a distressed asset in a high volatility market due to a 
fundamental cash problem. 

I commend the Subcommittee for making this extremely impor- 
tant inference in page one of its own report. 

Was Amaranth’s trading excessive? There is no question, the vol- 
ume of Amaranth’s trading was very large, compared to many of 
the other market participants. However there are a number of 
other players whose trading was probably just as large, just ex- 
pressed in different forms of risk. 

Whether Amaranth’s trading was excessive is a question I really 
cannot answer and that is for two reasons. First of all, as a trader 
I have never had access to sufficient information about the activity 
of all market participants. Although regulatory agencies and ex- 
change officials have access to some of the information, which is 
namely the information on NYMEX only, they do not have every- 
thing. A trader’s position on NYMEX is typically only one part of 
a trader’s position and they usually have a wide variety of products 
that are not traded or cleared on NYMEX exchange. 


^The prepared statement of Mr. Lee appears in the Appendix on page 147. 
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And second, there is no clear definition for me as a trader for the 
term excessive speculation. Even if I complete information about 
everyone’s positions, including my own, it would be impossible to 
say whether one is excessive or not because I do not have any point 
of reference. I need hard numbers as a trader, or at least further 
guidelines from a regulator or exchange personnel. 

The Subcommittee’s report suggests Amaranth’s trading was the 
predominant cause of increased natural gas prices and wider 
spreads during the summer of 2006. I respectfully disagree with 
that. In my view, as the minority staff suggests. Amaranth was re- 
sponding to the market rather than driving it. The market is driv- 
en by a lot of fundamental forces, such as weather, supply and de- 
mand, storage levels, producer hedging activity, cross commodity 
values, and multitudes of other factors. But in particular, in 2006 
there were some sound fundamental reasons for why spreads did 
what they did and I would be very happy to answer questions 
about those at length. 

The financial market for natural gas derivatives has a virtually 
unlimited supply and unlimited capacity to absorb trading activity. 
It would be impossible to corner, dominate, or otherwise exert any 
type of control on a financial market without access to the physical 
commodity, or at least another product that mimics that physical 
commodity. Prices are determined by fundamentals, whether those 
fundamentals happen to be financial or physical, and by the collec- 
tive judgment of many participants in a large and efficient market. 

The Subcommittee also asked me about my views on whether po- 
sition permits and other regulatory requirements should be ex- 
tended to cover unregulated exchanges. I absolutely support report- 
ing requirements and accountability limits on ICE, the general 
over-the-counter market, and even the physical markets to some 
extent. But it must include all facets of the market to be effective. 

In particular, reporting requirements would benefit market par- 
ticipants by making more information available to the public, the 
traders, and the regulatory agencies, and would make the market 
more transparent to all. 

In terms of limits, policymakers must be very careful to evaluate 
the important pros and cons to make sure we do not have a capital 
flight from the market. 

I have included further discussion of some of these issues in my 
written statement and I would be happy to elaborate on my views 
today. 

Senator Levin. Thank you, Mr. Lee. How many natural gas trad- 
ers did Amaranth have when you were there? 

Mr. Lee. In terms of pure natural gas traders, I believe it had 
five. 

Senator Levin. The head gas trader was Brian Hunter? 

Mr. Lee. Yes, it was. 

Senator Levin. Did you work with him? 

Mr. Lee. Yes. 

Senator Levin. Who designed the natural gas trading strategies 
for Amaranth? 

Mr. Lee. Each one of those traders, or at least three of the five 
traders, had their own strategies. They could pretty much do what- 
ever they wanted as long as they were concentrating the core of 
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their strategies in what they were hired to do. Two of those five 
traders executed trades for the more senior traders. 

Senator Levin. Amaranth bought or sold tens of thousands of 
natural gas contracts over the course of a single day; is that cor- 
rect? 

Mr. Lee. Yes. 

Senator Levin. For instance, on July 31, you bought nearly 
26,000 March 2007 futures contracts and you sold about 24,000 
April 2007 contracts, according to your information. Does that 
sound right? 

Mr. Lee. I recall them buying a lot of March/April contracts. I 
do not know the exact numbers. 

Senator Levin. Did you know at the time how large Amaranth’s 
trading was? 

Mr. Lee. My only frame of reference at the time was relative to 
other companies I had worked at, and the relative sizes I had been 
able to take at other companies, as well. That was my only frame 
of reference. But I did not know exactly how they compared to the 
rest of the larger traders in the market. 

Senator Levin. What was the size of the biggest trades that you 
made when you were at Amaranth? 

Mr. Lee. When I was at Amaranth trades for my own portfolio, 
I would say would have been less than 5,000 at any time for a total 
position, let alone trading in a day. 

Senator Levin. Could they be 5,000 at a time? 

Mr. Lee. No, not for myself But I was asked to execute for Brian 
Hunter at points during the summer when they were extremely 
busy. And at those times definitely we traded 5,000 at a time or 
more. 

Senator Levin. What was the largest trade you ever made before 
going to Amaranth? 

Mr. Lee. I would say something to the tune of about 5,000 lots. 

Senator Levin. You made trades that large before you went to 
Amaranth? 

Mr. Lee. Yes. 

Senator Levin. Where was that? 

Mr. Lee. At Citadel, an other hedge fund. 

Senator Levin. What year would that have been? 

Mr. Lee. That would have been 2005. 

Senator Levin. Do you think that Amaranth’s trading volumes 
were basically large? 

Mr. Lee. I thought they were more than basically large. They 
were larger than I had ever seen, to be quite blunt about it. But 
relative — I mean, that was a part of the market I had never seen 
before, in terms of what I could call the big boys. So I did not know 
how large they compared to everyone else. 

Senator Levin. Why did Amaranth engage in these scale 
tradings? 

Mr. Lee. My understanding was it was simply a matter of cap- 
ital. At a hedge fund you are given an amount of capital to trade 
with. It may not be so clear in those terms, maybe either as risk 
or capital. But you simply have to put that capital to work one way 
or the other. And Amaranth, for whatever reasons, because I only 
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got there of April 2006, had given a lot of money to the energy 
trading side of the business. 

Senator Levin. Did Amaranth believe that the January prices 
were going up? 

Mr. Lee. Not necessarily. There were times during the year 
when they believed that. I think this is a chance for me to clear 
up one of the common misconceptions about — as I have seen in the 
report — about these January/October spreads and these January/ 
November spreads, in particular. Buying one of those spreads does 
not necessarily represent a view of the market going up. 

In fact, at least in my — ^you will have other traders disagree — but 
I think a good majority would agree when you buy one of those par- 
ticular spreads, that typically means you think the market is going 
to go down. So it was more a view of October was going to go down 
rather than January was going to go up. 

Senator Levin. Did you not overall, at that firm when you were 
there, believe that January prices were going to go up? 

Mr. Lee. Yes. 

Senator Levin. Did you trade on both the NYMEX and ICE? 

Mr. Lee. Yes, I did. 

Senator Levin. Did you consider natural gas contracts on ICE 
and NYMEX to be equivalent for risk purposes? 

Mr. Lee. Those contracts were equivalent for risk purposes up 
until the point of settlement, at which point there are some ex- 
tremely important fundamental differences. But if you were hedg- 
ing in the future you could consider them identical for the most 
part. 

Senator Levin. On August 8 and 9, NYMEX telephoned Ama- 
ranth, told it to reduce its positions in the September and October 
contracts. Is that correct? 

Mr. Lee. That is my understanding, that is correct. 

Senator Levin. Did Amaranth take issue with NYMEX’s deter- 
mination that your position was too large? 

Mr. Lee. To be honest with you, I was not part of those conversa- 
tions. That would have been done at the compliance level and 
maybe with whoever’s position it involved, which would have likely 
been Brian’s obviously. So I was not party to those conversations. 

Senator Levin. But did you, in fact, comply? Did your company 
comply? 

Mr. Lee. My understanding is that they complied and reduced 
their NYMEX holdings. 

Senator Levin. And you were not given any instruction by any- 
body in terms of reductions at that time? 

Mr. Lee. That would have not concerned my position. That would 
have concerned Brian’s position at that point and I only executed 
for him from time to time. 

Senator Levin. Were you aware of the fact that NYMEX gave 
that order? 

Mr. Lee. I do not recall being aware of that order in particular. 
That would not be considered an extremely important event at the 
firm. 

Senator Levin. How often did it happen that NYMEX would give 
an order that you have to reduce your position? 

Mr. Lee. Not very often. 
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Senator Levin. So it would be considered an unusual thing, 
would it not? 

Mr. Lee. I think from a compliance perspective they would have 
considered it unusual. But from a general market perspective — 
there is an entire market that exists to allow you to move between 
NYMEX and other exchanges. And it is a very liquid market. So 
from that perspective, being asked to do it caused no hardship on 
the company per se and it was something they were very easily 
able to do. 

Senator Levin. Well, that is the point, it was too easy to do. But 
as a matter of fact, it was an unusual event, was it not, to be or- 
dered to reduce your holdings? 

Mr. Lee. Yes, it is unusual. There is usually rules in place on 
an exchange, and they are usually very set rules, that once you hit 
those rules you are going to get a talking to. The part that was un- 
usual, though, is that over the course of the year — this is from my 
understanding only — was that those initial accountability levels 
were breached earlier on in the year and NYMEX continued to in- 
crease those for Amaranth and then eventually decided to have 
them liquidate. 

Senator Levin. Do you know of any other time when NYMEX 
has issued an order like that? 

Mr. Lee. I would never know about that because I believe those 
are private conversations with companies. 

Senator Levin. Have you ever heard of a time from other compa- 
nies, people you work with? 

Mr. Lee. No. 

Senator Levin. Now you say it was easy to comply with, and that 
is not the question. The question was whether or not it was un- 
usual for NYMEX to issue that kind of an order. There may be 
other times that you do not know of, but you do not know of any 
other time when NYMEX has ever issued an order like that? 

Mr. Lee. Correct. 

Senator Levin. You did not reduce your position. What you do is 
shift your position to ICE, is that correct? 

Mr. Lee. Yes. My understanding was that the order was to re- 
duce their position of NYMEX contracts, not natural gas positions. 

Senator Levin. Did they have any control over ICE? 

Mr. Lee. Any control? 

Senator Levin. NYMEX? Could they order 

Mr. Lee. No, they are separate companies. 

Senator Levin. So you interpreted that to be just reduce your 
NYMEX position? 

Mr. Lee. Yes. 

Senator Levin. Were you involved in that discussion? 

Mr. Lee. No, I do not recall being involved in that discussion. 

Senator Levin. So that when the company was told to reduce its 
positions in these futures, you do not know whether there was dis- 
cussion in the company as to whether to just simply shift over to 
ICE or to reduce its overall position? 

Mr. Lee. For the reasons you explained yourself, from a risk 
management standpoint, there was essentially no difference be- 
tween the two markets. So from that perspective it would not have 
been a big deal to do it. 
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Senator Levin. It would not have been a big deal for you to be 
able to implement but it is a very big deal in terms of what your 
holdings are in the overall market; and the impact on that market 
when you would sell them on all at one particular point. So that 
is where the difference lies. You say it was easy for you to shift. 
That is the problem. It was too easy for you to shift. 

Should you be able to shift, do you believe, from one market to 
another? You are told you must reduce on this market, your posi- 
tion endangers the market, and then to be able just to simply shift 
to another market? Does that give you any kind of pause? 

Mr. Lee. I believe it depends on the circumstances. I believe one 
of the reasons that NYMEX has specific limits in place and ac- 
countability levels is because during the settlement process if you 
do not get rid of your futures contract position you have to make 
or take delivery of the actual physical natural gas. The difference 
with the swap market is you do not do that. One settles, one ref- 
erences the settle. 

Senator Levin. Do you think your positions have an impact on 
market prices? 

Mr. Lee. Do positions have an impact on market prices? 

Senator Levin. Yours. Do you think those positions, given the 
size of those positions, that they could have a significant impact on 
market prices? 

Mr. Lee. To answer your question I think I have to explain it 
like this: There is no question that any time there is a capital infu- 
sion into a market or a flight from that market, that there is an 
initial temporary price change. But once the market has had the 
ability to react to that price change, I do not believe that any posi- 
tion in a market, as long as it is not the physical commodity, can 
have an overlasting effect on price. 

Senator Levin. Do you think it has an impact on price, a large 
holding such as yours, 50 percent of the market, up to 75 percent 
in 1 month; could it have a significant impact on price, at least in 
the short term? 

Mr. Lee. In the extreme short term I would agree with you. You 
also must remember you are talking about some of the open inter- 
est levels that were in NYMEX only. And in the greater context of 
the market. Amaranth was not as large as their holdings on 
NYMEX would have indicated. 

Senator Levin. At the time that you wrote to Brian Hunter on 
September 7 last year, just before the collapse that “things were 
fine when we were holding the risk for the market because we 
could handle it. That risk in 30 other hands is a much more dan- 
gerous proposition.” 

What does it mean to “hold the risk for the market?” 

Mr. Lee. As a speculator, that is exactly what you are doing out 
there. You are taking risks that your typical producer or consumer 
is not going to take. And it is going to react different in the hands 
of different people. 

Senator Levin. Would the size of your holdings have an impact 
on that? 

Mr. Lee. In the immediate. Yes, immediately. That is a liquidity 
issue. 
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Senator Levin. What is the prohlem with risks being in 30 other 
hands? 

Mr. Lee. It is not a problem for the market. That could have 
been a problem for us at the time. We were talking about a point 
where we were getting ready to liquidate a distressed asset. The 
question I was asking there was do you want to do this all at once 
or do you want to give it to the market to do it for you? What do 
you think is the better option? 

Senator Levin. But you were talking about holding the risk for 
the market and then you said “that risk.” 

Mr. Lee. Yes. The particular risk I was talking about — 

Senator Levin. “That risk in 30 other hands is a much more dan- 
gerous proposition.” 

Mr. Lee. The particular risk I am talking about I am not sure. 
I believe it had to do with one of the spreads that I was describing 
at that time. But yes, I was insinuating that we were holding a 
good portion of that risk at that time and that our behavior might 
be different than if 30 other players held that exact same risk at 
that point in time. 

Senator Levin. You also said in one of your e-mails that “there 
is no catalyst right now. That is the problem. You exit this size 
without one, without exiting every position in your book, and we 
have got a big problem.” 

What did you mean by the word “catalyst?” 

Mr. Lee. By catalyst I meant a liquidity event. There is not a 
constant liquidity in natural gas markets, especially natural gas 
markets, due to its reliance on such fundamental things such as 
weather. To trade large positions you need liquidity events to some- 
times enter them and sometimes exit them. Typically in the time 
period that we are talking about, like a September, you’re in a low 
demand period, there was no hurricanes at the time, there is not 
a lot of weather. It is not a great time to do anything one way or 
the other if you want to get a good price for what you want to do. 

Senator Levin. So the word catalyst in that context meant an ex- 
ternal event such as a hurricane? 

Mr. Lee. It would not have to be necessarily an external physical 
event. This could be something as simple as a buyer coming in. It 
could be physical or financial. 

Senator Levin. But without that, if you sold all of your positions, 
the prices would fall sharply? 

Mr. Lee. I am insinuating that, yes. But to fully answer that 
question you have to keep in mind the context of the time. Ama- 
ranth was dealing with an extremely big problem with their cash. 
And it was a decision whether to get rid of part of the position and 
see if the company could remain solvent or get rid of all of the posi- 
tions so that there was no question that the company was solvent. 

I am pretty sure that is what I was referring to there. 

Senator Levin. Your next sentence, “that things were fine when 
we were holding the risk,” does that not mean, in context then, 
that as long as you were the dominant holder of those positions 
and did not sell, that the prices would then not crash down? 

Mr. Lee. No, I do not think I am insinuating that. I think I am 
insinuating that if one very large player with different risk per- 
spectives than say other types of participants in the market is 
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holding the risk, they are going to do something differently with it 
and they can handle greater swings and things like that. 

There is different parts of the market that can not handle vola- 
tility. We are able to handle it for the most part up until Sep- 
tember and I think that is what I am insinuating. 

Senator Levin. So you did not believe at that time that your po- 
sitions were so large that if you sold them all at once the prices 
would fall sharply? You did not believe that? 

Mr. Lee. I do believe that because I do — 

Senator Levin. Did you believe that? 

Mr. Lee. Yes, I did believe that because of a liquidity event and 
because, as I said, I do agree that any trade in the market does 
have a short-term effect on prices. 

Senator Levin. Senator Coleman. 

Senator Coleman. I just want to get to a discussion of what is 
excessive. Do you have a definition of what constitutes excessive 
speculation? 

Mr. Lee. I do not. 

Senator Coleman. So it was not unusual for Amaranth to hold 
as much as 40 and sometimes 50 percent of the NYMEX open in- 
terest in certain contracts? Is that something you would consider 
excessive? 

Mr. Lee. Postmortem, looking at that, it looks like they did that 
all the time. In terms of excessive, excessive relative to what? Rel- 
ative to one exchange? You could make an argument for that. 

But you have to take this in the context that there was more 
than just NYMEX trading. There was times when they had greater 
positions on ICE than NYMEX and to look at just one facet of the 
market and determine whether it was excessive, that is not for me 
to decide. That is for the exchange to decide or for the regulator 
to decide. Was it large? Sure. Was it large relative to the whole 
market? I would not know because I have no clear definition of 
what the entire market looks at, because only one part of the mar- 
ket reports. 

Senator Coleman. So it is not up to the trader, but if the trader 
was given that definition by NYMEX or others, that is something 
you could deal with? 

Mr. Lee. That is something I could deal with and abide by. 

Senator Coleman. If NYMEX was so concerned about the size of 
the positions that they tell you to get out of your positions by Au- 
gust, is this an indication that speculation might be excessive? 

Mr. Lee. It was at least an indication that they felt it could 
cause some problems for their market integrity. I do not know if 
it necessarily insinuates that the entire market could not handle 
that particular amount of speculation. 

Senator Coleman. I am just trying to put myself in your frame. 
When NYMEX says you have to get out you move to ICE because 
you can do it. Was there ever any thought or discussion that you 
were doing this because NYMEX was coming down on you and you 
had another place you could go without transparency, without peo- 
ple knowing what you were doing? 

Mr. Lee. That would not have been the business decision at the 
time. You have to keep in mind that Amaranth was running obvi- 
ously very large positions in, I believe, upwards of 67 or 69 months. 
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To just get rid of two positions from a risk perspective could be ex- 
tremely damaging, especially if you are only given — I do not know 
what the notice was to get out of those positions but let us say 24 
hours. From a business perspective, because they were allowed to 
do this, it was best to move to the rest of the market and then they 
could therefore have more time to decide what to do from a risk 
perspective with their overall position rather than just dealing with 
one or two positions. 

Senator Coleman. Was there ever any discussion about 
Amaranth’s position and its effect on market liquidity? 

Mr. Lee. Yes. I remember times when — I mean, it is a simple 
concept. If you hold a large position in one particular contract, 
there is obviously some disagreements with you on that price from 
a market participant standpoint. So if you need to get out of that 
contract very quickly there could definitely be a liquidity issue for 
you. 

Senator Coleman. If you go to Exhibit 14, ^ if you have a copy 
of that. I believe it is Amaranth’s May 2006 update to investors. 
The middle of the second paragraph. Do you have a copy of that? 

Mr. Lee. I will momentarily. OK. 

Senator Coleman. In the middle of the second paragraph, almost 
exactly in the middle. It says “In this case, as we endeavored to 
monetize gains and reduce risk within the portfolio, liquidity in the 
middle part of the natural gas forward curve seized up due to high 
volumes of producer hedging that oversaturated market demand 
for forward natural gas. While this was a humbling experience that 
led us to recalibrate how we assess risk in this business, we believe 
certain spread relationships involving natural gas remain discon- 
nected from their fundamental drivers.” 

I want to get back to whether Amaranth’s natural gas positions 
and trading volumes were large relative to the average. Is this doc- 
ument telling you that? 

Mr. Lee. I do not think it is necessarily telling you that. It is just 
saying that any position — when you have an event like we had in 
May, and just let me kind of explain the background of it. We saw 
an amount of producer hedging that we had not ever remembered 
seeing since about 2001. I think the market, in general, had out- 
sized itself for that type of event, us included, and prices rated ac- 
cordingly. 

Senator Coleman. So you do not believe that one of the lessons 
of Amaranth’s collapse is that when a fund’s positions are large rel- 
ative to the average trading volume, the fund’s risk model should 
account for the effect of its own activity on prices and liquidity? 

Mr. Lee. I cannot say I disagree with that. I think that is a pret- 
ty novel concept and I think it is something risk managers should 
look at. 

Senator Coleman. I am not sure whether your personal opinions 
have much impact but do you think that ICE and NYMEX should 
be regulated differently? 

Mr. Lee. From a reporting standpoint and an accountability level 
standpoint, they should absolutely be the same. I see no reason 


^See Exhibit 14 which appears in the Appendix on page 900. 
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why not. I do not think it creates that much of an administrative 
burden on anyone to do it. 

Senator Coleman. But if they were the same, then perhaps you 
would not have been able to move from NYMEX to ICE and simply 
literally reverse your positions. When I say you, I mean Amaranth. 
If they were the same, you would not do that. 

Mr. Lee. That is true. 

Senator Coleman. Perhaps it tells us sitting here, that in part 
your motivation was to move from something that has regulators 
squeezing you to an area that you are not going to be squeezed be- 
cause there is not transparency. 

Mr. Lee. Keep in mind you are discussing the concept of limits, 
though, which is a lot tougher question to deal with. That is the 
part of the question, I think, where you could risk flight from mar- 
ket. Whereas with accountability levels and reporting, I do not 
think you take that risk or I cannot honestly believe anyone that 
would tell me that would be a risk. 

Senator Coleman. Thank you, Mr. Chairman. 

Senator Levin. On September 17, John Arnold of Centaurus 
wrote to the head of natural grass trading at Amaranth, Brian 
Hunter, saying that “In my opinion, fundamentally, the March/ 
April spread is still a long way from fundamental value. . . . Even 
though that spread has collapsed over the last 2 weeks, the only 
reason it is still above $1 is because of your position.” 

That is what Arnold wrote to Hunter. Do you agree with Arnold’s 
view now? 

Mr. Lee. No, I do not. I believe this is John Arnold posturing. 
He was trying to buy a distressed asset for the cheapest price he 
could. And if I was in his position, I would have said the exact 
same thing. 

Senator Levin. Did Hunter want to take that offer? 

Mr. Lee. Yes, he did. 

Senator Levin. Even though Arnold was posturing? 

Mr. Lee. Yes. The total cost to Amaranth at that point, I had es- 
timated, would have been in the $600 million to $800 million 
range, rather than the $4-plus billion that they eventually lost. But 
that is all in hindsight. 

Senator Levin. A former colleague of yours at Amaranth wrote 
another energy trader about a different contract, “Boy, I will bet 
you see some CETC inquiries for the last 2 days.” The trader re- 
plied to Brian Hunter, “Until they regulate swaps, no big deal.” 

That trader told us that he thought manipulation can occur be- 
cause there is no regulatory oversight of natural gas swaps on ICE. 
Do you agree? 

Mr. Lee. I would agree. 

Senator Levin. Do you think the regulators should be able to 
view both futures and swaps? 

Mr. Lee. Yes, I do. 

Senator Levin. And if there had been regulation of ICE, as I un- 
derstood the answer to the question that was asked by Senator 
Coleman, you would not have switched over to ICE. Did I hear you 
correctly? 
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Mr. Lee. We would not have been allowed to. We would have had 
to follow the rules and Amaranth always followed the rules, and we 
would not have done the swap. 

Senator Levin. Would you have tried something else? Looked for 
some other over-the-counter way to do it? 

Mr. Lee. I do not think we would have, as a company — I mean, 
I cannot speak for the company. This was not my trade. But I do 
think the fact if there was certain other rules in the over-the- 
counter markets that do not exist today, that it is possible that 
some of our trading may not have been what it had and we may 
not have had that issue that we would have had to move because 
of limits. 

Senator Levin. So you do not object to the limits that we have 
talked about on ICE? 

Mr. Lee. In terms of limits, I would have to have some hard 
numbers to understated it. I believe there is a fundamental dif- 
ference between the swap and the future but in terms of account- 
ability and all that sort of stuff, absolutely. I think we should do 
it. I do not think it causes any administrative burden to anybody. 

Senator Levin. In terms of excessive speculation being prohib- 
ited, do you have a problem with that? 

Mr. Lee. No, as long as it is defined. 

Senator Levin. Well, if it is defined by the regulator using all the 
factors before the regulators — is it defined now on NYMEX? 

Mr. Lee. Postmortem, I have an idea what they think is exces- 
sive speculation. But at the end of the day as a trader, what I need 
as a trader is a hard fast number to abide by. 

Senator Levin. Is there a hard fast number on NYMEX now? 

Mr. Lee. There is only accountability limits. There is limits dur- 
ing the settlement period, the 3 days going into settlement period. 
But otherwise, it is just a matter of if you are going to get a phone 
call and they will ask you why. 

Senator Levin. Do you have objection to the current approach on 
NYMEX relative to excessive speculation? 

Mr. Lee. No. 

Senator Levin. Even though there is no hard and fast 

Mr. Lee. No. I think as long as the regulators or exchange per- 
sonnel is calling and telling you that they think it is going to cause 
a market integrity problem, then I think you need to listen to 
them. I do not think any trader would have a problem with that. 

Senator Levin. If ICE had that same power? Do you have a prob- 
lem with that? 

Mr. Lee. If you had it? 

Senator Levin. If they enforced it the same way that NYMEX 
does. 

Mr. Lee. Then that would be no problem, as long as everyone 
knows the rules beforehand. 

Senator Levin. Do you know the rules beforehand on NYMEX? 

Mr. Lee. On NYMEX, yes, you do. 

Senator Levin. If ICE enforced the same rules in the same way 
as NYMEX, would you have a problem with that? 

Mr. Lee. No, I would not. 
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Senator Levin. Do you think that if we had the same regulatory 
system on ICE as we do on NYMEX that you or other traders 
would do bilateral deals over-the-counter? 

Mr. Lee. I do not think that is going to happen so much as it 
would have 10 years ago. Everyone wants to sit in front of a com- 
puter screen now. It is the easiest thing in the world to do is, to 
trade on ICE or the NYMEX. To call up a voice broker or to call 
up someone directly, I think is such a smaller part of the market — 
you can still deal with a voice broker but it still gets cleared 
through these other exchanges. But to do a trade directly with an- 
other counter party through the voice brokers is becoming smaller, 
and smaller, and smaller by the day. so I think the main concern 
would be ICE. 

Senator Levin. It is becoming smaller because there is another 
place where you can do unregulated trades. 

Mr. Lee. Both are unregulated, yes. 

Senator Levin. If ICE is put under regulatory regime the way 
NYMEX is, would there be a move then away from ICE, in a sense, 
to strictly bilateral trades, do you believe? 

Mr. Lee. I think that comes down to how strict you make the 
limits or reporting. If it ends up creating a big burden on these 
speculators in the market, yes, I guess there is a chance that it 
could flee there. It could flee to another country. I am not sure. But 
as long as they are reasonable, I do not think you are going to see 
any flight away from the exchanges. 

Senator Levin. I understand that you and Brian Hunter are 
working together to set up a new hedge fund called Solengo,i is 
that correct? 

Mr. Lee. Yes, it is. 

Senator Levin. Did I pronounce that correctly? 

Mr. Lee. Yes, you did. 

Senator Levin. Does that hedge fund intend to engage in energy 
trades? 

Mr. Lee. Yes, it does. 

Senator Levin. In natural gas and oil? 

Mr. Lee. Yes, it does. 

Senator Levin. Will it engage in large-scale trading? 

Mr. Lee. No. We have addressed two of the problems that hap- 
pened in the Amaranth situation with our new fund to reduce that 
possibility.^ And one of those ways is to limit the amount of capital 
that can go into any one market. Two, is to limit the amount of 
margin you are allowed to put in any one market so that you do 
not have a cash situation, as well. 

Senator Levin. So there will not be as large-scale trades in that 
hedge fund as there was with Amaranth? 

Mr. Lee. No, there will not. 

Senator Levin. Will there be significantly smaller trades? 

Mr. Lee. Yes, there will.^ 

Senator Levin. The media has reported that potential investors 
in the new hedge fund include investors from the Middle East. 
Could you describe those investors in general terms, particularly 


^See Exhibit 23, Note 1, which appears in the Appendix on page 998. 

2 See Exhibit 23, Note 2, which appears in the Appendix on page 998. 

^See Exhibit 23, Note 3, which appears in the Appendix on page 998. 
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this, I do not need the names, but does it include persons from oil- 
producing companies that might have an interest in high U.S. en- 
ergy prices? 

Mr. Lee. To be quite blunt, I have never spoken to any of those 
investors. I have not been part of the fundraising process. I am not 
sure. I know some of the countries that these peoples live in and 
yes, they would have an interest in high oil prices.^ But you must 
understand, we are talking to investors from all over the world and 
not just a few countries in the Middle East. 

Senator Levin. But some of them are from the Middle East that 
would have that interest? 

Mr. Lee. That is my understanding. 

Senator Levin. Mr. Lee, we thank you. We thank you for your 
cooperation with our Subcommittee. We have gotten a lot of data 
from Amaranth and it has been helpful to us. You are excused. 

Let me just briefly close by saying that it is obvious that Con- 
gress must do more to safeguard U.S. energy markets from price 
manipulation and excessive speculation. The first step is to close 
that Enron loophole, which never should have been opened. Closing 
the loophole would make NYMEX and ICE subject to the same 
market oversight, put the cop on the beat in all U.S. energy mar- 
kets. It would also level the regulatory playing field between the 
two exchanges. 

The new CFTC proposal goes a ways in the right direction, but 
we have got to close the Enron loophole because that is the critical 
step which has to be taken to avoid the excessive speculation and 
to prohibit manipulation in advance, not just to try to catch up 
with people who engage in it afterwards. So getting the key infor- 
mation is just not enough if regulators do not have the power to 
act on what they see. They have got to be able to reduce holdings, 
limit trades to prevent price manipulation and excessive specula- 
tion. And Congress alone can eliminate the Enron loophole which 
we created and restore regulatory authority to all U.S. energy mar- 
kets. 

The second step that we should take in safeguarding U.S. energy 
markets is to invigorate the statutory prohibition against excessive 
speculation. It must be enforced much more effectively with better 
criteria. The CFTC and exchanges need to police contracts in all 
months where speculative trading is affecting prices, not just in 
contracts about to expire. 

The third step is for Congress to provide the funds that CFTC 
needs to do its job. Right now the CFTC’s entire budget is $98 mil- 
lion per year to oversee commodity trades that are in the billions. 
It is one-eighth of the size of the SEC’s budget of $880 million. The 
CFTC suffers from antiquated technology, shrinking staff, and in- 
adequate oversight resources. To obtain the needed funds. Congress 
should authorize the CFTC, I believe, to collect user fees from the 
market that it oversees in the same manner as every other Federal 
financial regulator, including the SEC. 

The CFTC has been starved for resources for too long and one 
way or another, whether or not it is from collection of user fees or 


^See Exhibit 23, Note 4, which appears in the Appendix on page 998. 
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in some other authorization and appropriation, the CFTC must he 
provided the resources. 

What we have seen here is that excessive speculation by a single 
hedge fund, Amaranth, altered natural gas prices, caused wild 
price swings and really hit consumers with high prices during 
2006. 

As I said before, it is one thing if gamblers gamble with their 
own money and if speculators gamble with their investors money. 
But it is a totally different thing when the U.S. energy markets are 
turned into a casino. Everyone is forced then to walk into that ca- 
sino and gamble, betting on prices that are driven by highly ag- 
gressive trading practices. Amaranth is not the only hedge fund 
which uses large-scale trading in energy markets in the United 
States, but we have got to get the regulatory cop back on the beat 
in all of our energy markets in the United States. We have got to 
give them stronger tools to stop excessive speculation and prevent 
price manipulation. 

So that is the chore before us. We are grateful to all of our pan- 
els. Our staff has done a terrific job in terms of putting together, 
I think, one million documents. I hedged; it is two million docu- 
ments. It took, I believe, almost a year to do that. It is a lot of 
work. It has never been done before. It produced a report which we 
are very proud of because I think it really illuminates a problem 
here, which is you have regulation in one place and not in another. 
And without regulation in a much more competitive way, covering 
all of the bases, in effect, we are not really regulating it all. 

The prices that our consumers pay is higher as a result. The 
swings in these prices are greater as a result. And it is up to Con- 
gress now to correct the problems that we have. This testimony 
today will hopefully help Congress do exactly that. 

We will stand adjourned. 

[Whereupon, at 2:16 p.m., the Subcommittee was adjourned.] 
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SD-342, Dirksen Senate Office Building, Hon. Carl Levin, Chair- 
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Staff Present: Elise J. Bean, Staff Director and Chief Counsel; 
Dan Berkovitz, Counsel; Kate Bittinger, Detailee, GAO; Ross 
Kirschner, Counsel; Mary D. Robertson, Chief Clerk; Mark D. Nel- 
son, Deputy Chief Counsel to the Minority; Jeremy Kress, Law 
Clerk; David Weinberg, Law Clerk; Genevieve Citrin, Intern; and 
Edmund Zagorin, Intern.. 

OPENING STATEMENT OF SENATOR LEVIN 

Senator Levin. Good afternoon, everybody. At our hearing 2 
weeks ago, we laid out the case history of Amaranth Advisors LLC. 
A lengthy staff report and testimony from witnesses told the story 
of how this large hedge fund dominated the U.S. natural gas mar- 
ket in 2006, until it collapsed in September 2006. 

In 2006, Amaranth traded thousands of natural gas contracts 
daily, sometimes traded tens of thousands of contracts in a single 
day, and accumulated as many as 100,000 natural gas contracts for 
delivery of natural gas in a single month. At times during the sum- 
mer, Amaranth held about 40 percent of all outstanding NYMEX 
natural gas contracts for the winter of 2006-2007, including 75 per- 
cent of the outstanding futures contracts to deliver natural gas in 
November 2006, 60 percent of those delivering natural gas in Janu- 
ary 2007, and 60 percent of those delivering natural gas in March 
2007. We heard at that hearing how Amaranth’s trades and hold- 
ings were way beyond the norm and way beyond the economic ca- 
pacity of most natural gas traders. 

We also heard how Amaranth’s trading practices pushed up 
prices for winter gas, contributed to price spikes, and socked con- 
sumers with extra costs. One public gas company in Georgia testi- 
fied at the last hearing that it paid $18 million more than it should 
have for winter gas because of Amaranth’s excessive speculation. 
An industry association told the Subcommittee that Amaranth’s 
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trading in winter gas likely cost consumers billions of dollars in 
extra costs. 

The Amaranth hedge fund gambled on the natural gas market. 
It lost that gamble, but Amaranth’s losses are not our concern. The 
real issue is that, by using massive trades to bet on natural gas 
prices. Amaranth raised relative 2006 winter prices for the whole 
market and caused consumers hedging their winter gas purchases 
to pay inflated prices. Those consumers could not afford to roll the 
dice and wait to see if prices came down later. They had to lock 
in their winter gas prices during the summer to ensure a stable 
supply and in order to carefully budget for the cost. Amaranth 
upped the cost, which means the public ultimately paid the price. 

Just 1 year ago our Subcommittee released a report showing how 
widespread speculation in contracts for the future delivery of oil 
was inflating crude oil prices by about $20 per barrel of oil. The 
Amaranth case shows how a single hedge fund — backed up by large 
amounts of capital — produced an equally dramatic effect in the nat- 
ural gas market. At our last hearing, I asked one of the Amaranth 
traders why they engaged in such large-scale trades, and he an- 
swered: “[I]t was simply a matter of capital. At a hedge fund you 
are given an amount of capital to trade with . . . [Y]ou simply 
have to put that capital to work one way or the other.” 

To Amaranth, it was simply a matter of putting capital to work. 
It had billions to invest and decided to invest those billions in the 
natural gas market. Amaranth did not produce natural gas, it did 
not supply natural gas, it did not use natural gas. It simply wanted 
to speculate and hopefully make a lot of money in the natural gas 
market. And they took users and consumers of natural gas along 
for the ride. 

Excessive speculation and price manipulation are not confined to 
the natural gas market — they taint many sectors of the U.S. energy 
market, from Enron’s distortion of electricity prices, to alleged price 
manipulation in the propane market, to alleged price gouging in 
gasoline. Unfair energy prices are causing real pain for the people 
we represent. The causes demand a remedy when they reflect ma- 
nipulation or excessive speculation. 

Today’s hearing focuses on the role of market regulators to pro- 
tect the public from unfair energy prices. The Commodity Futures 
Trading Commission (CFTC) is the key cop on the beat charged 
with policing U.S. commodity markets to stop price manipulation 
and excessive speculation. To carry out its mission, the CFTC has 
delegated authority to a number of exchanges, such as the New 
York Mercantile Exchange (NYMEX) to establish rules to monitor 
trading and prevent manipulation and excessive speculation. The 
CFTC has, for example, authorized regulated exchanges to impose 
trading limits on individual traders to prevent speculators from en- 
gaging in misconduct. These regulated exchanges provide the first 
line of defense against market misconduct; the CFTC provides the 
backup. 

When it comes to energy, however. Congress has thrown the 
CFTC a curve that has made its oversight job much harder. In 
2000, at the request of Enron Corporation and others. Congress 
amended the key Federal law, the Commodity Exchange Act, to ex- 
empt CFTC oversight of energy and metals commodities traded on 
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the electronic energy exchanges which are used by large traders. 
The result of this so-called “Enron loophole” is that a leading U.S. 
electronic energy exchange, known as the Intercontinental Ex- 
change, or ICE, is exempt from the normal regulatory system that 
applies to regulated exchanges. That means, unlike NYMEX, ICE 
has no authority or obligation to monitor trading, no authority or 
obligation to prevent price manipulation, and no authority or obli- 
gation to prevent excessive speculation from distorting prices. And 
due to the Enron loophole, the CFTC has no authority to limit trad- 
ing on ICE to prevent price manipulation or excessive speculation. 

NYMEX and ICE are the two biggest energy exchanges operating 
in the United States today. It makes no sense that one market is 
regulated and the other is not. Worse, the Amaranth case history 
shows how the operation of an unregulated market can make it im- 
possible for a regulated market to effectively prevent price manipu- 
lation and excessive speculation. 

That is because the current system allows traders to avoid re- 
strictions against excessive speculation imposed by NYMEX, the 
regulated market, simply by switching their positions to ICE, the 
unregulated market. This switch costs a trader virtually nothing, 
and enables the trader to engage in unlimited trading on the un- 
regulated market. 

That is exactly what happened in August 2006, when NYMEX 
ordered Amaranth to reduce its holdings of the September 2006 
NYMEX futures contracts. As this chart. Exhibit 6,^ shows, when 
NYMEX gave that order on August 8 to Amaranth to reduce its 
holdings of the September 2006 futures contracts, on that date Am- 
aranth held a short position of about 60,000 September contracts 
on NYMEX — which is a huge position. Concerned that Amaranth 
might engage in last-minute large-scale trading that could affect 
the final settlement price of the September contracts, NYMEX or- 
dered Amaranth to reduce its September contracts, in an orderly 
manner, by the end of August. 

In response. Amaranth reduced its NYMEX position down to 
about 10,000 contracts by the end of August. However, Amaranth 
also increased its position on ICE to about 80,000 September con- 
tracts, in trades that took place without NYMEX or CFTC scrutiny 
or limitations. In making the switch from NYMEX to ICE, Ama- 
ranth took advantage of the Enron loophole. The end result was 
that NYMEX’s order did not cause Amaranth to reduce the size of 
its holdings. It, instead, led Amaranth to move from a regulated to 
an unregulated market. 

Now consider the trading that took place on August 29, 2006, the 
last day of trading allowed on September contracts. On that date. 
Amaranth sold tens of thousands of contracts during the day, pri- 
marily on ICE. Despite those sales, the contract price did not fall 
much, because Amaranth’s trades were counterbalanced all day by 
other traders, including another large hedge fund, Centaurus, that 
bought the September contracts that Amaranth was selling. In the 
last hour of trading. Amaranth stopped trading on NYMEX in re- 
sponse to the NYMEX directive that it refrain from trading during 
the final 30 minutes. Other traders, however, continued buying the 


^See Exhibit 6 which appears in the Appendix on page 717. 
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September contract. Without Amaranth’s sales to counterbalance 
the pressure on the contract price, in the last hour of trading the 
final contract price shot up 10 percent. 

Almost all of the trades made by Amaranth and Centaurus on 
August 29 took place on ICE. Amaranth sold about 16,000 Sep- 
tember contracts that day, while Centaurus bought about 12,000 — 
10,000 of which were in the final 45 minutes of trading. NYMEX 
rules bar traders from holding more than 1,000 contracts in the 
last 3 days of trading on a contract. The torrent of ICE trading dur- 
ing those same 3 days not only nullified NYMEX’s efforts to limit 
trading near the contract deadline, but also clearly affected the 
NYMEX final price. For Amaranth, because of all the short sales 
it made, the last-minute upward spike in the contract price 
dropped the value of its holdings by nearly $500 million. 

Some of the questions we will examine today are, first, why any 
organized exchange with energy trading is exempt from routine 
CFTC oversight and regulation. Energy is a vital commodity to the 
United States. There is no rational reason to exempt energy com- 
modities from normal market oversight to prevent price manipula- 
tion and excessive speculation. Second, we will examine why ICE 
is treated differently from NYMEX. Both exchanges affect energy 
prices. Both exchanges are used by the same traders whose trades 
lead to virtually identical energy prices on both markets. Both ex- 
changes are vulnerable to misconduct that can inflate energy 
prices. And as the Amaranth case history illustrates, regulating 
one U.S. energy exchange without regulating the other is a recipe 
for failure since speculators restricted on NYMEX can simply move 
to ICE and carry out the very same trades. 

The flaws in the current regulatory structure for U.S. energy 
trades are painfully obvious, but the CFTC has been slow to call 
for reform. For years, the CFTC has resisted requesting authority 
to monitor energy trades taking place outside the regulated mar- 
kets. It has resisted recognizing the role of unregulated markets in 
affecting prices on regulated markets and the impact of excessive 
speculation in pushing up energy prices. It has also resisted asking 
for explicit authority to prevent price manipulation and excessive 
speculation on ICE. 

Amaranth’s excesses may have finally broken down some of that 
resistance. In late 2006, after Amaranth collapsed and the scale of 
its trading became widely known, the CFTC used its special call 
authority to require ICE, for the first time, to begin turning over 
daily trading data. Last month, the CFTC proposed a rule that 
would require traders on NYMEX, the regulated exchange, to dis- 
close upon request their holdings on all exchanges, whether regu- 
lated or not. That would enable the CFTC to get a more complete 
picture of a trader’s relevant holdings. But unless the CFTC can 
obtain the same information from ICE traders that it can from 
NYMEX traders, and unless ICE is subject to the same rules pro- 
hibiting excessive speculation as NYMEX, the ultimate effect of the 
proposed rule may be to create one more incentive for traders to 
choose trading on the unregulated ICE market over the regulated 
NYMEX market. 

While the CFTC’s recent innovations will help expand its access 
to essential energy trading data, they do not give the CFTC the au- 
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thority needed to protect U.S. energy markets from price manipula- 
tion and excessive speculation. The CFTC must not only obtain the 
information it needs, it must also be able to act on that information 
to protect the public. 

Our report presents three bipartisan recommendations to enable 
the CFTC to effectively police U.S. energy markets. The first is to 
close the Enron loophole by giving the CFTC equal oversight and 
regulatory authority over NYMEX and ICE energy trades. Second, 
the CFTC needs to strengthen enforcement of the prohibition 
against excessive speculation, including by monitoring speculative 
trades of contracts in all months, not just the contracts nearing ex- 
piration. Third, Congress needs to give the CFTC more funds to do 
its job, including, if necessary, authorizing the CFTC, like every 
other tl.S. financial regulator, to collect user fees from the markets 
it oversees. 

Right now, U.S. energy markets are dangerously vulnerable to 
price manipulation and excessive speculation. Regulators charged 
with protecting the public are hobbled by laws that create irra- 
tional rules for energy commodities, establish an uneven regulatory 
playing field between NYMEX and ICE, and render market regu- 
lators powerless to effectively stop inappropriate trading on elec- 
tronic exchanges from affecting contract prices. We can and we 
must do more to protect the public. We must put the cop back on 
the beat in all U.S. energy markets. 

Let me close by thanking Senator Coleman, the Subcommittee’s 
Ranking Republican, for his continued support of these efforts. We 
also, I am sure, join in thanking his staff and my staff for their 
dedication and assistance in this truly joint effort. 

Finally, I would like to thank each of our witnesses today — the 
CFTC, NYMEX, and ICE — for their cooperation with the Sub- 
committee’s investigation. NYMEX and ICE, for instance, provided 
extensive data and responded to many Subcommittee requests in 
a timely manner. We appreciate their assistance, and we appre- 
ciate the assistance of the CFTC in unraveling the Amaranth case 
history. 

Senator Coleman. 

OPENING STATEMENT OF SENATOR COLEMAN 

Senator Coleman. Thank you. Senator Levin. 

Today’s hearing is the culmination of an extensive Subcommittee 
investigation into the impact of excessive speculation on the nat- 
ural gas market. These efforts, including today’s hearing, have 
been bipartisan from their inception, and I want to thank Chair- 
man Levin and his staff for their hard work on these important 
issues. 

As Senator Levin noted in his opening statement, the evidence 
reviewed by the Subcommittee reveals fundamental flaws in our 
current regulatory structure. Section 2(h)(3) of the Commodity Ex- 
change Act exempts from CFTC oversight and regulation a mas- 
sive, and growing, volume of energy transactions that occurs on 
electronic, over-the-counter exchanges. In stark contrast to regu- 
lated exchanges, exempt exchanges have no responsibility to mon- 
itor trading, no responsibility to prevent excessive speculation or 
price manipulation, and no responsibility to ensure that trading is 



66 


fair and orderly. The end result is a bifurcated regulatory regime. 
Futures exchanges like the New York Mercantile Exchange — 
NYMEX — are both self-regulated and regulated by the CFTC; 
whereas other, increasingly significant segments of our energy 
markets — namely, electronic OTC exchanges like the Interconti- 
nental Exchange (ICE) — are neither self-regulated nor regulated by 
the CFTC. 

The Amaranth case history illuminates the inadequacy of this bi- 
furcated regulatory structure and underscores the need for greater 
transparency and regulation on electronic OTC energy exchanges. 
And the Chairman has gone into the history. I will just touch upon 
it briefly. 

From early 2006 until its September collapse. Amaranth traded 
heavily on both NYMEX, a regulated futures exchange, and on 
ICE, an unregulated OTC exchange. As a regulated exchange, 
NYMEX was required to monitor Amaranth’s trading and prevent 
Amaranth’s holdings from becoming too large. As an exempted 
OTC exchange, ICE shared no such responsibility and made no at- 
tempt to limit Amaranth’s speculative trading. 

On numerous occasions in 2006, Amaranth exceeded NYMEX ac- 
countability levels and CFTC position limits for natural gas con- 
tracts. In August, NYMEX finally took action and directed Ama- 
ranth to reduce its holdings in the natural gas futures contracts for 
September and October. Amaranth complied with NYMEX’s order 
and, as the Chairman has set forth in the chart illustrated, by the 
end of the month, had exited its positions in the two contracts. But 
rather than reducing its overall natural gas holdings. Amaranth 
simply shifted its trading to ICE, where accountability levels and 
position limits do not apply. Through trades on ICE, Amaranth not 
only maintained but actually increased its positions in September 
and October natural gas contracts. As a result, NYMEX’s instruc- 
tions did nothing to reduce Amaranth’s size, but simply caused Am- 
aranth to move its trading from a regulated market to an unregu- 
lated one. 

I believe the Amaranth facts demonstrate the need for greater 
transparency and regulation on electronic OTC energy exchanges 
and raise serious concerns about the ability of the CFTC to prevent 
excessive speculation and price manipulation in our energy mar- 
kets. Speculative energy traders should not be able to skirt CFTC 
oversight by simply shifting their positions to unregulated elec- 
tronic energy exchanges. Yet this is exactly what our current regu- 
latory scheme allows. 

Amaranth’s collapse revealed a troubling level of high-risk, spec- 
ulative trading that occurs on U.S. energy markets. Indeed, more 
than 500 energy-related hedge funds deploy a combined $67 billion 
in speculative capital to our energy markets. These traders bring 
important liquidity and vitality to the markets in which they in- 
vest. At the same time, however, we must ensure that speculative 
capital does not overwhelm the real buyers and sellers, like utili- 
ties and industrial users of natural gas. Again, it is the consumers 
who are impacted. It is the public that pays the price, and clearly 
Amaranth upped the cost. More than ever before, it is imperative 
that the CFTC and other market regulators have the statutory au- 
thority and budget necessary to police our energy markets. 
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Despite this pressing need for oversight, the CFTC’s ability to 
conduct market surveillance has been eroded; its ability to prevent 
excessive speculation and price manipulation has been diminished. 
This is a direct result of the fact that more and more energy trad- 
ing takes place on unregulated electronic over-the-counter ex- 
changes. I am concerned that incomplete information and inad- 
equate authority make it difficult, if not impossible, for the CFTC 
to effectively monitor and prevent excessive speculation and price 
manipulation in our energy markets. 

As we move forward, however, we must not overlook the fact 
that, like the traders who use them, electronic OTC exchanges 
have brought increased competition and liquidity to our energy 
markets. Nor should we overlook the fact that, in many cases, 
these exchanges offer far greater transparency to both traders and 
regulators than do other OTC markets. For example, pursuant to 
its “special call authority,” the CFTC now receives significant mar- 
ket disclosures from ICE, including position reports for all traders 
of certain natural gas contracts. The enhanced transparency offered 
by ice’s comprehensive position reports is in stark contrast to the 
opaque off-exchange, OTC market, where there are not only no po- 
sition limits but also no reporting requirements. 

Therefore, as we noted in the Minority’s Views on the Sub- 
committee’s Report, Congress must ensure that any proposed cure 
is not worse than the disease. If we extend CFTC oversight and 
regulation to electronic over-the-counter exchanges, we must avoid 
unintended consequences — namely, creating incentives for the ex- 
changes themselves to move to less regulated commodities markets 
offshore. And, again, the concern is the movement from regulated 
to unregulated. We must avoid creating incentives for traders to 
shift their business to far less transparent and unregulated OTC 
markets. This is a real concern. In fact, according to a recent piece 
from Dow Jones, there has been a “recent groundswell in off-ex- 
change transactions” and “hundreds of little-known, under-the- 
radar brokerage shops . . . are fast gaining currency — and noto- 
riety — in energy-trading strongholds.” And, again, the concern is 
with the lack of transparency, the lack of regulation. In the end, 
it is the consumers who are hurt. This is not about the kind of 
money being played with and the ethos and somewhere out in a 
place that the average person isn’t impacted. We heard in the testi- 
mony at the last hearing that Amaranth’s trading had an impact 
on prices consumers paid. And so the concern as we move forward 
is to make sure that we do not push from regulated to unregulated. 

I look forward to hearing the testimony from today’s witnesses, 
and, again, I thank the Chairman for leading this important bipar- 
tisan effort. Thank you, Mr. Chairman. 

Senator Levin. Thank you very much. Senator Coleman. 

Let me now welcome our first panel to this afternoon’s hearing: 
James Newsome, the President and Chief Executive Officer of the 
New York Mercantile Exchange (NYMEX); and Jeffrey Sprecher, 
Chairman of the Board and Chief Executive Officer of the Inter- 
continental Exchange, also known as ICE. 

Gentlemen, we appreciate both you being here this afternoon. We 
welcome you to the Subcommittee, and, again, we appreciate the 
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cooperation that you have shown and your staffs have shown to the 
Subcommittee. 

Pursuant to Rule VI, all witnesses who testify before the Sub- 
committee are required to be sworn. At this time I would ask both 
of you to please stand and raise your right hand. Do you swear 
that the testimony you are about to give before this Subcommittee 
will be the truth, the whole truth, and nothing but the truth, so 
help you, God? 

Mr. Newsome. I do. 

Mr. Sprecher. I do. 

Senator Levin. We will use the usual timing system today. About 
1 minute before the red light comes on, you will see the light 
change from green to yellow, giving you an opportunity to conclude 
your remarks. Your written testimony will be printed in the record 
in its entirety, and we would ask that you limit your oral testimony 
to no more than 10 minutes each. 

Let me start with Mr. Newsome. We will have you go first. 

TESTIMONY OF JAMES NEWSOME, i PRESIDENT AND CHIEF EX- 
ECUTIVE OFFICER, NEW YORK MERCANTILE EXCHANGE, 

INC., (NYMEX), NEW YORK, NEW YORK 

Mr. Newsome. Thank you, Mr. Chairman, Mr. Ranking Member. 
I am Jim Newsome, President and CEO of the New York Mer- 
cantile Exchange. NYMEX is the world’s largest forum for trading 
and clearing physical commodity-based futures contracts, including 
energy and metals products. NYMEX has been in the business for 
more than 135 years and is a federally chartered marketplace. 
NYMEX is fully regulated by the CFTC both as a clearing organi- 
zation and as a designated contract market, or DCM, which is the 
highest and most comprehensive level of regulatory oversight to 
which a derivatives trading facility may be subject under current 
laws and regulations. 

Prior to joining NYMEX, I served as a CFTC Commissioner and, 
subsequently, from 2001 to 2004, as chairman. As chairman, I led 
the CFTC’s implementation of the Commodity Futures Moderniza- 
tion Act of 2000. The CFMA streamlined and modernized the regu- 
latory structure of the derivatives industry. It also provided legal 
certainty for over-the-counter swap transactions. Specifically, the 
CFMA created new exclusions and exemptions from CFTC regula- 
tion for bilateral transactions between high net worth participants 
in financial derivatives and exempt commodity derivatives, such as 
energy. 

As the designated contract market, NYMEX has an affirmative 
responsibility to act as a self-regulatory organization and to mon- 
itor and to police activity in its own markets. Thus, a DCM must 
monitor trading to prevent manipulation, price distortion, and dis- 
ruptions of the delivery or cash settlement process. Furthermore, 
to reduce the potential threat of market manipulation or conges- 
tion, the DCM must adopt position limits or position accountability 
for a listed contract, where necessary and appropriate. 

The principal tool that is used by DCMs to monitor trading for 
purposes of market integrity is the large trader reporting system. 


^The prepared statement of Mr. Newsome appears in the Appendix on page 152. 
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For energy contracts, the reporting position levels are distinct for 
each contract listed by the exchange for trading. The levels are set 
by NYMEX and are specified by rule amendments that are then 
submitted to the CFTC, following consultation and coordination 
with the CFTC staff. 

The CFMA also permitted bilateral trading on energy electronic 
platforms. Under CFTC rules, these electronic trading platforms 
are called “exempt commercial markets” and are subject only to the 
CFTC’s anti-fraud and anti-manipulation authority. Unlike the 
DCM, the exempt commercial markets are completely unregulated 
by the CFTC and, thus, have no self-regulatory obligations to mon- 
itor its own markets. 

A series of significant changes have occurred in the natural gas 
market since the passage of the CFMA, including advances in trad- 
ing technology, such that NYMEX, the regulated DCM, and ICE, 
an unregulated ECM, have become highly linked trading venues. 
As a result of these changes, which could not have been reasonably 
predicted only a few short years ago, the current statutory struc- 
ture, in my opinion, no longer works for certain markets now oper- 
ating as ECMs. Specifically, the regulatory disparity between the 
NYMEX and ICE, which are functionally equivalent, has created 
serious challenges for the CFTC as well as for NYMEX in its capac- 
ity as an SRO. 

In August 2006, NYMEX proactively took steps to maintain the 
integrity of its markets by ordering Amaranth to reduce its open 
positions in the natural gas futures contract. However, as you 
pointed out, Mr. Chairman, Amaranth then increased its positions 
on the unregulated and nontransparent ICE electronic trading plat- 
form. Because the ICE and NYMEX trading venues for natural gas 
are tightly linked and highly interactive with each other, they are 
in essence components of a broader natural gas derivatives market. 
Therefore, Amaranth’s response to NYMEX’s regulatory directive 
did not reduce Amaranth’s overall market risk. Furthermore, the 
integrity of NYMEX markets continued to be affected by and ex- 
posed to Amaranth’s outsize positions in the natural gas market. 
Finally, NYMEX had no means to monitor Amaranth’s positions on 
ICE or to take steps to have Amaranth reduce its participation in 
that trading venue. 

As in the past, I do not believe that the case has been made, and 
thus do not support regulation of derivatives transactions that are 
individually negotiated and executed off-exchange in the traditional 
bilateral OTC market. On the other hand, based upon recent expe- 
riences, I do believe that ECMs such as ICE that function more 
like a traditional exchange and trade products that are linked to 
established exchanges should be subject to regulation of the CFTC. 

Consequently, legislative change may be necessary to address the 
real public interest concerns created by the current structure of the 
natural gas markets and the potential for systemic financial risk. 

I will turn to the three specific recommendations, Mr. Chairman, 
included in the report and respond to each. 

First, the report recommends the elimination of the exemption 
from regulatory oversight for electronic exchanges that host trading 
and exempt commodities such as energy. It is NYMEX’s view that 
these changes in the natural gas market structure provide clear 
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support for legislative change. These developments include the ex- 
change-like aggregation of financial risk in OTC energy products; 
the reality of a broader linked market that currently include the 
regulated and the unregulated trading venues; the contribution to 
or creation of price discovery for natural gas prices in the unregu- 
lated trading venues; and the ripple or spillover effects of activity 
on the unregulated venue onto the regulated trading venue, among 
others. 

NYMEX believes that these changes in the natural gas market 
trigger a series of fundamental public policy and public interest 
concerns that necessitate appropriate oversight. The proper legisla- 
tive response is a judgment for this Subcommittee and for Congress 
to make. However, where a market does manifest the characteris- 
tics just mentioned, NYMEX believes that a comparable regulatory 
level to that of a DCM would be appropriate. 

Upon triggering the public interest concerns noted, an electronic 
trading facility becomes sufficiently comparable to a traditional or- 
ganized exchange that CFTC oversight and regulation becomes ap- 
propriate. However, it is clear to NYMEX that these public policy 
issues necessitate mandated large trader reporting and position 
limits and position accountability requirements for ECMs that are 
highly linked to and functionally equivalent with regulated DCMs. 
Such ECMs should also be assigned SRO duties to police their own 
markets as a front line. NYMEX believes strongly that such regula- 
tions are necessary and would not negatively impact the core price 
discovery and hedging functions provided currently by derivatives 
markets. 

Given the complexity of derivatives markets, it can be difficult to 
state with real precision when speculation may be deemed “exces- 
sive.” Moreover, speculators do provide liquidity and other positive 
effects to derivatives markets. NYMEX agrees with the view ex- 
pressed in the Minority Staff opinion that it is not necessary to 
make a final determination about whether Amaranth’s trading was 
excessively speculative in order to conclude that legislative change 
in the form of greater authority for the CFTC may be necessary 
and appropriate. 

On the second recommendation, given NYMEX’s conclusion that 
NYMEX and ICE natural gas trading platforms essentially form a 
broader linked market, NYMEX believes that the CFTC should be 
given additional legal authority and should use such authorization 
to monitor aggregate positions on both ICE and NYMEX. 

The CFTC began to receive certain data from ICE commencing 
last fall through use of the CFTC’s “special call” procedures. These 
procedures, however, only commenced several months after the 
Amaranth meltdown had occurred, and thus long after any market 
impact resulting from Amaranth’s trading. 

As to the final recommendation, the report stated that the CFTC 
budget should be increased, and I express that I may be a bit bi- 
ased on this as a former chairman. But it should be increased to 
provide staff and technology needed to monitor, integrate, and ana- 
lyze real-time transactional data from all IJ.S. commodity ex- 
changes, including NYMEX and ICE. NYMEX agrees with this as- 
sessment and supports an expanded budget for the CFTC so that 
it may properly carry out its regulatory mission. However, the re- 
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port went on to recommend that necessary funding “should be ob- 
tained from user fees imposed on commodity markets.” NYMEX re- 
spectfully disagrees with this component of the recommendation 
and notes that Congress has previously rejected such a user or 
transaction tax as bad public policy. The user fee or transaction tax 
being recommended by the Subcommittee would not be imposed on 
foreign boards of trade that are currently offering direct electronic 
access to their markets to market participants based in the United 
States. Additionally, the U.S. markets already impose a user fee on 
contracts to fund the National Futures Association, which is the in- 
dustry-wide self-regulatory organization that performs a function 
on behalf of the industry that the CFTC would have to perform if 
it was not funded by the markets users itself 
Mr. Chairman, Mr. Ranking Member, I appreciate the oppor- 
tunity to share the viewpoint of the New York Mercantile Ex- 
change with you today, and I look forward to questions after my 
colleague’s testimony. 

Senator Levin. Thank you so much, Mr. Newsome. Mr. Sprecher. 

TESTIMONY OF JEFFREY C. SPRECHER, i CHAIRMAN AND 
CHIEF EXECUTIVE OFFICER, INTERCONTINENTAL EX- 
CHANGE, INC. (ICE), ATLANTA, GEORGIA 

Mr. Sprecher. Well, thank you, Mr. Chairman, Senator Cole- 
man, Subcommittee Members, and staff members. My name is Jeff 
Sprecher, and I am the Chairman and Chief Executive Officer of 
Intercontinental Exchange, and as the Chairman mentioned, we 
are also known as “ICE.” 

I very much appreciate the opportunity to appear before you 
today to share with you our views on the regulation of the natural 
gas trading markets and the recent report of the Permanent Sub- 
committee on Investigations regarding the collapse of Amaranth 
and the related events in the markets. ICE was pleased to cooper- 
ate with the Subcommittee and the staff in providing the volumi- 
nous trading data and other market information that staff re- 
quested in preparing the report, and we commend the Sub- 
committee and staff for the thoroughness and diligence that they 
exhibited in the report’s preparation. It is our hope that the report, 
together with the views of the various persons who have been in- 
vited to testify at these hearings, will serve to enhance the integ- 
rity of the energy markets and assist Congress in a better under- 
standing of how these markets serve the interests of a broader 
marketplace. 

ICE operates a leading global commodity marketplace, com- 
prising both futures and over-the-counter markets, across agricul- 
tural and energy commodities, foreign exchange and equity indices. 
ICE owns and operates two regulated futures exchanges: ICE Fu- 
tures, a London-based futures exchange overseen by the U.K. Fi- 
nancial Services Authority, and the Board of Trade of the City of 
New York, also known as the “NYBOT,” which is a futures ex- 
change regulated by the Commodity Futures Trading Commission. 

ice’s electronic marketplace for OTC energy contracts serves 
customers in Asia, Europe and the United States and is operated 


^The prepared statement of Mr. Sprecher appears in the Appendix on page 167. 
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under the Commodity Exchange Act as a category of marketplace 
known as an ECM. As an ECM, these markets are subject to the 
jurisdiction of the CFTC and to regulations of the CFTC imposing 
recordkeeping, reporting, and other requirements. And in the past 
year, ICE has established a daily position reporting program for 
the CFTC that we continue to enhance and support. 

ICE has always been and continues to be a strong proponent of 
open and competitive markets in energy commodities and the re- 
lated derivatives and of regulatory oversight of those markets. As 
an operator of global futures and over-the-counter markets and as 
a publicly traded company, we strive to ensure the utmost con- 
fidence in the integrity in our marketplace and in the soundness 
of the trading business model. To that end, we have continually 
worked with the CFTC and other regulatory agencies in the United 
States and outside the United States in order to ensure that they 
have access to relevant information available to ICE regarding 
trading activity in our markets. We will continue to work with rel- 
evant agencies in the future. 

I want to take this opportunity to provide you with important 
background on the structure, operation, and regulatory status of 
ICE and to share with you our thoughts on the regulation of the 
natural gas markets and the PSI Report. I want to clarify a num- 
ber of misunderstandings and inaccuracies in the report, which I 
will discuss in more detail. 

First, ICE does not operate — nor have we ever operated — pursu- 
ant to an “Enron loophole” under the CEA. Enron Online, the elec- 
tronic marketplace operated by Enron pursuant to a separate pro- 
vision of the CEA, has nothing whatsoever to do with the oper- 
ations of ICE. That provision was available to Enron because 
Enron Online was a “one to many” marketplace in which Enron 
was both a market participant as well as the market. Parties trad- 
ed with a single counterparty — Enron. In stark contrast, ICE offers 
a transparent “many-to-many” electronic marketplace, where buy- 
ers and sellers of OTC energy contracts can transact in a fair and 
efficient marketplace, where no distinction is made between one 
market participant and another, and where the best executable 
price is available to any participant in the market, no matter how 
large or how small. It is simply erroneous and misleading to use 
the label “Enron loophole” to characterize ICE as somehow being 
connected to the Enron debacle. 

Second, there are a number of fundamental distinctions that 
need to be drawn between the OTC markets in general and ICE’s 
market in particular, on the one hand, and the futures markets, on 
the other hand, including the distinction between ICE’s cash-set- 
tled natural gas swaps and physically delivered natural gas futures 
that are traded on the New York Mercantile Exchange. An under- 
standing of these distinctions is essential to any analysis of poten- 
tial regulatory changes, particularly the need for position limits, 
which the CFTC itself has said are unnecessary as they are de- 
signed to prevent squeezes on physically delivered products. In- 
deed, while the report criticizes the absence of position limits on 
ICE natural gas swaps, it completely ignores the fact that 
NYMEX’s cash-settled natural gas swap — which is identical to the 
ICE contract and which was also traded by Amaranth — was not 
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subject to position limits. If there is to be a “level playing field,” 
it should be between comparable contracts. 

Third, ICE is not “unregulated” nor is it a “dark” market. While 
ICE is not a “designated contract market,” it is already subject to 
the oversight of the CETC and to CETC regulatory requirements, 
including reporting requirements. 

Eourth, under current law, the CETC and NYMEX have the legal 
authority and the ability to obtain any available information re- 
garding trading by market participants on ICE, and no additional 
legislation or regulation is needed to fill this perceived “gap” in the 
system. 

Einally, the ability of Amaranth to trade on ICE in no way 
“caused” its collapse, any more than its ability to trade on NYMEX 
did so. 

ICE strongly supports several recommendations of the PSI Re- 
port, particularly the proposed increase in the CETC’s budget and 
the enhancement of its access to trading information. We also sup- 
port the advancement of regulatory certainty by eliminating the 
“Enron loophole” although, as I pointed out, that provision has 
nothing to do with ICE. We do not believe that a complete overhaul 
of the current regulatory structure is either warranted or advis- 
able. Moreover, any legislative or regulatory changes that are made 
need to reflect the nature of ICE and its market, the significant dif- 
ferences between ICE and the many other venues for trading OTC 
in the United States and outside the United States that exist 
today. 

Thank you very much. 

Senator Levin. Thank you very much, Mr. Sprecher. 

Let me ask both of you, do you agree with the finding of our re- 
port that prices on one exchange affect prices on the other ex- 
change? Do you agree with that, Mr. Newsome? 

Mr. Newsome. I do agree with that, Mr. Chairman. 

Senator Levin. Mr. Sprecher. 

Mr. Sprecher. I believe they are very related, yes. 

Senator Levin. Now, the key Eederal law in this area, the Com- 
modity Exchange Act, directs the CETC to limit trading to prevent 
excessive speculation. Would you both agree that excessive specula- 
tion can cause sudden unreasonable or unwarranted price changes 
that affect U.S. energy prices paid by consumers? Dr. Newsome. 

Mr. Newsome. I think trading by any market participant in an 
individual contract has the ability to move prices. Certainly if 
someone is concentrated in one position, it can move the market in 
that direction. But that is how markets operate. 

Senator Levin. Do you think we should have prohibitions on ex- 
cessive speculation the way the law — should we keep that prohibi- 
tion? 

Mr. Newsome. I think in the case of NYMEX and the CETC 
rules, we currently have rules to limit excessive speculation. 

Senator Levin. And is the reason for that rule that excessive 
speculation, more than just normal speculation, can cause large un- 
reasonable or unwarranted price changes? 

Mr. Newsome. Yes. I think if someone is allowed to have a mas- 
sive position without any kind of oversight, that adds strength to 
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that position and that market, and definitely once they have that 
strength, then they can push other market participants around. 

Senator Levin. All right. Now, Mr. Sprecher, do you disagree 
with any of that? 

Mr. Sprecher. No, I do not. I will make the footnote that I think 
speculation itself is a very important particular of a market, a 
functioning market. But anything in excess, whether it is specula- 
tion or hedging, is something that we all need to be aware of and 
make sure that we try to prohibit. 

Senator Levin. Now, as we have both talked about and you both 
have spoken about, NYMEX told Amaranth in August 2006 to re- 
duce their position in NYMEX futures contracts to deliver natural 
gas in September. Amaranth at that time had 60,000 NYMEX Sep- 
tember futures contracts, or 45 percent of the outstanding contracts 
for that month. 

In response to the NYMEX order. Amaranth reduced its holdings 
on NYMEX to 10,000 contracts but increased its ICE holdings, as 
Exhibit 6 shows,i to about 80,000 September contracts for a grand 
total of 90,000 September contracts. 

Now, at NYMEX, was it your opinion that this was a necessary 
action on your part in order to either prevent excessive speculation 
or to overcome one or the other either? 

Mr. Newsome. Mr. Chairman, we were concerned that the size 
of their position could be very disruptive to our markets. We were 
concerned with that size and their ability to push markets in their 
direction. Therefore, we chose to ask them to start unwinding posi- 
tions. 

Senator Levin. Now, would you both agree — and I will ask both 
of you this — that Amaranth’s ability to shift its position from 
NYMEX to ICE meant that Amaranth could still conduct large- 
scale trading right up to the final settlement of the NYMEX con- 
tract? 

Mr. Newsome. Yes, sir. They have the ability to do so. 

Senator Levin. Mr. Sprecher. 

Mr. Sprecher. Yes, and I actually think that it was an impor- 
tant function of the market, that when Amaranth was asked to liq- 
uidate a large position that has never been explained how it was 
allowed to be accumulated well above these accountability levels, 
shifted its position in the over-the-counter market and then orderly 
liquidated it, which I think ultimately was probably better for the 
market than a single-day liquidation on a single exchange. 

Senator Levin. I think it was both — it was ordered to be an or- 
derly reduction, as I remember the NYMEX order. Is that correct? 

Mr. Newsome. That is correct. 

Senator Levin. Now, under the current rules, there was no prohi- 
bition on Amaranth’s shifting its position to ICE. Is that correct 
under the current rules? 

Mr. Newsome. That is correct. 

Senator Levin. Now, let me ask you. Dr. Newsome, was the 
CETC informed in August that NYMEX was going to order Ama- 
ranth to reduce its position? 


^See Exhibit 6 which appears in the Appendix on page 717. 
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Mr. Newsome. We recognized the situation, became uncomfort- 
able with that; we took action with Amaranth, made the Commis- 
sion aware of the action that we were taking. Yes, sir. 

Senator Levin. Did the CFTC support your determination that 
Amaranth should reduce its position? 

Mr. Newsome. The CFTC seemed very satisfied in the action 
that we were taking with regard to Amaranth and the reduction 
of positions. 

Senator Levin. Is ICE a competitor of yours. Dr. Newsome? 

Mr. Newsome. A very good competitors of ours, Mr. Chairman. 

Senator Levin. Does that mean also a strong competitor? 

Mr. Newsome. Yes, absolutely. 

Senator Levin. Do you believe it should be subject to the same 
rules that you are? 

Mr. Newsome. I do so. 

Senator Levin. Why? 

Mr. Newsome. Because I think — a couple of reasons. I think the 
markets have changed very rapidly since the passage of the CFMA, 
and no one could have envisioned how rapidly the change would 
take place. 

What, in a nutshell, happened is that you had the ECMs, as stat- 
ed in the document, and OTC markets have also at the same time 
become more standardized over time versus being individually ne- 
gotiated as they traditionally have been. 

So I think the fact that you have got an exchange-type entity 
that is aggregating risk, aggregating positions thereby aggregating 
risk, versus that risk being spread among participants in a bilat- 
erally negotiated marketplace, have led to changes that I think re- 
quire oversight just because of the aggregation of risk and the op- 
portunity for that risk to be systemic. 

Senator Levin. Now, let me ask you, Mr. Sprecher, did you know 
in August 2006 that Amaranth had been asked by NYMEX to re- 
duce its position in the September futures contract? 

Mr. Sprecher. We did not. 

Senator Levin. If you had known of the NYMEX order, would it 
have affected your actions in any way? 

Mr. Sprecher. Most likely, frankly, not, because we, as you 
know, don’t have any legislative authority to take action to prevent 
people from — or to order people to liquidate on our platform. 

Senator Levin. Nor do you want it. 

Mr. Sprecher. No, that is not 

Senator Levin. Do you want legislative authority? 

Mr. Sprecher. I think there are things that we could do, yes, 
that would give us a better view. 

Senator Levin. Not just a better view, but would you want the 
same responsibility in terms of position limits and in terms of the 
accountability levels that NYMEX has? 

Mr. Sprecher. Potentially, if we were given the commensurate 
ability to enforce those by doing the kinds of things that NYMEX 
does — ordering people to liquidate, taking action to fine people, to 
basically throw people off your exchange, which I do not have the 
ability to do right now. 

Senator Levin. So you would welcome that authority? 
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Mr. Sprecher. Yes, if Congress believes that we are the appro- 
priate people to take it on. I think also one could argue that the 
CFTC could get a complete view of the market and take on those 
responsibilities in a manner further from what it is doing today. 

Senator Levin. So you do not have any objection to Congress giv- 
ing you the same authority that NYMEX has? You have no objec- 
tion to Congress telling CFTC to give you that same authority? 

Mr. Sprecher. I don’t, if I could give one footnote. In saying 
that, we are against and I think it would be a mistake to say we 
should be a DCM, or designated contract market. And the reason 
is I don’t think retail customers should be trading these large com- 
mercial contracts. I don’t think that Congress should say these are 
the sources of price discovery. These are large markets. Today on 
ICE you have to have $100 million in assets to trade. I think bring- 
ing that other element into these markets would be a mistake. 

That being said, the core principles that govern DCMs and fu- 
tures exchanges, which we operate in futures exchanges as well, I 
think could be adapted to the OTC markets. And we have proposed 
some legislation that your staff is aware of to try to bring it along, 
if you will, and serve this intermediary role between these dark 
pools and the regulated futures exchanges. 

Senator Levin. Well, let me be very clear. CETC has told 
NYMEX that they are to take action to prevent excessive specula- 
tion and manipulation. Do you have any objection to NYMEX being 
authorized and directed by Congress to give you that same respon- 
sibility? 

Mr. Sprecher. No. 

Senator Levin. Senator Coleman. 

Senator Coleman. Thank you, Mr. Chairman. 

Just sort of stepping back historically, looking at Amaranth I 
presume the concerns that arose in August did not just crop up at 
that point in time. Did Amaranth have, by the way, preset account- 
ability levels and position limits? 

Mr. Newsome. Yes. Everyone that trades on the exchange has 
accountability levels and limits. 

Senator Coleman. And do you know how many times Amaranth 
before August 2006, they exceeded the accountability limits and po- 
sition limits? 

Mr. Newsome. No, I do not have the direct answer to that today. 
Senator, but I would be glad to 

Senator Coleman. But it would be fair to say that they had prior 
to August 2006 exceeded the accountability and position limits. 

Mr. Newsome. Correct. 

Senator Coleman. At the time then that you moved to have Am- 
aranth limit its positions — and you said CFTC, they thought that 
was a positive move — do you have any doubt in your mind that 
Amaranth had the ability or were you aware that Amaranth was 
simply able to move over to maintain its positions with ICE? 

Mr. Newsome. Not only did we know that they had the ability 
to do so, they actually told us that they were going to do so when 
we were asking them to liquidate their positions. 

Senator Coleman. So what is your reaction to that? If you have 
a concern that they are overextended, you want them to limit their 
position, they are just going to move over, was there any reaction 
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to that? Was there any call to anybody to say, “Hey, this does not 
make sense”? 

Mr. Newsome. Well, we reached out to the CFTC to make them 
aware of the actions that we were taking, and we had no other op- 
portunity or authority to do anything beyond that. 

Senator Coleman. What do you think the CFTC should have 
done, knowing that they simply are going to move over? You are 
issuing an order to — you have concerns, legitimate concerns. You 
give a directive to limit your positions. You now know that they are 
going to say, that is fine, we are just going across the street. What 
should CFTC have done at that time? 

Mr. Newsome. Well, I do not think that the CFTC currently has 
the authority to impose any position limits on ICE. So I think the 
CFTC became aware of it, and I think that is what has led us to 
this hearing today to talk about making the regulatory changes 
that would give CFTC that authority. 

Senator Coleman. Can we talk about playing it out then beyond 
ICE? I presume there are other markets out there; there are for- 
eign markets out there. One of the concerns — I will touch on user 
fees in a second — is that if we take a certain action to shine the 
light on, we move from the NYMEX to ICE, there are other mar- 
kets out there. Is there a concern that we are simply shifting, that 
we are not — let me back it up. Are we able to get our arms around 
this issue? Are we able to provide consumers and others with some 
sense of confidence that there really is transparency and account- 
ability? Are we simply in a position where folks are going to shift 
over to another market? Mr. Newsome and then Mr. Sprecher. 

Mr. Newsome. I think certainly that could be a potential risk, 
but I think when we focus strictly on the natural gas market, 
which we are primarily talking about, in talking to major market 
participants they estimate that roughly 90 percent of the over-the- 
counter gas markets are now cleared. And in order to do that trad- 
ing, today you come to ICE or you come to NYMEX. You have the 
opportunity to do either. 

First of all, there are no other energy exchanges that would even 
come close to the kind of volume and expertise at either ICE or 
NYMEX, none that have the opportunity to clear these over-the- 
counter trades. So I think while it is a risk, I think the likelihood 
of that happening is very low. 

Senator Coleman. Mr. Sprecher. 

Mr. Sprecher. I respectfully disagree. In fact, I think in the re- 
port there is actually an episode that is dialogued where Amaranth 
called directly one of the other major funds and sought to move 
that position directly between market participants. And it was only 
after they could not successfully find the market participant did 
they come to ICE. And I am not sure any of us here knows what 
other positions they may have taken in the marketplace because it 
is as a result largely because ICE has recordkeeping requirements 
that we can see what happened on ICE. But we really don’t know 
outside of ICE what happened. We have some anecdotal informa- 
tion as a result of somebody saving call records or other things. 

There are 75 execution venues other than ICE in North America. 
Many of these are public companies, multi-billion-dollar public 
companies, euphemistically called “voice brokers,” but generally 
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using technology, not the telephone. And I think you have correctly 
pointed out we want to make sure if we move to more account- 
ability, we move the entire marketplace and we do it in a method 
that will keep it in the United States and not move it offshore. 

Senator Coleman. And I want to get my arms around this. Mr. 
Sprecher, I am troubled by the fact that you have a regulatory 
agency that directs Amaranth to limit positions and that we know 
and they know that as they are saying that, literally they are mov- 
ing to ICE 

Mr. Sprecher. Right 

Senator Coleman [continuing]. In contravention of whatever the 
hopes, the desires were in terms of dealing with this regulatory 
issue. That troubles me greatly. 

Mr. Sprecher. It does me, too, by the way. 

Senator Coleman. So the question is how do we get our arms 
around it. One of the other issues that has come to us was user 
fees, and, Mr. Newsome, you have expressed concern. I have talked 
to others who have expressed that concern. The question with user 
fees, I presume, is in this global market, financial markets that we 
have, that we drive people to other markets. We had a panel at the 
first hearing in which a number of professors said that we are not 
going to drive people to other markets, that they want the account- 
ability, they want the transparency. And so my sense was that they 
would have concluded that user fees would not be problematic if 
they were being used for greater enforcement. 

Could you respond to that, both Mr. Sprecher and Dr. Newsome, 
on that issue, on the impact of user fees? Dr. Newsome. 

Mr. Newsome. I think the impact of user fees could be relatively 
widespread. Again, I think a lot of people miss the point that a 
user fee is already charged to customers trading futures contracts 
on designated contract markets, and those fees go to fund the Na- 
tional Futures Association, which does a fantastic job of record- 
keeping, a lot of enforcement cases that the CFTC would have to 
do, would have to handle if it was not self-funded by the industry. 
So this would be a double tax that we would be asking the market 
users again to pay to fund increases in the CFTC. 

Senator Coleman. Mr. Sprecher. 

Mr. Sprecher. I probably differ with most of the people in my 
industry in that I don’t think it is such a bad idea. But I am sym- 
pathetic to the issue that is raised, which is how do you tax foreign 
entities. About half of ICE’s revenue comes from outside the United 
States in energy trading, and there is no question that increasingly 
these 500 hedge funds that you are talking about are not nec- 
essarily American funds. And we are seeing a large shift in energy 
trading moving to London, which seems to be the city of choice. 
And so the issue is do we create an unlevel playing field by charg- 
ing some — just simply U.S. customers. If we could solve that issue, 
then I think it is a good idea. If you cannot solve that issue, then 
I think it is a bad idea. 

Senator Coleman. We faced the same issue, by the way, with 
IPOs, I think 25 being done in London markets. Again, I am trying 
to figure out where we go with this. There is a problem. I do not 
want to create a bigger problem in terms of what we do. 
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Could you give us some direction as to how far can we go in en- 
suring greater transparency and accountability at the same time 
without moving markets overseas? 

Mr. Sprecher. Sure. I think the one benefit we all have as the 
underpinning of these markets is that they work best when people 
have confidence in them, and confidence usually comes by having 
government oversight. So I do not believe that they necessarily will 
move just because there is more oversight. And as has been widely 
talked about here, ICE is now providing every trade electronically 
to the CFTC so that they can see what is going on in our markets. 
I think we could try to bring the rest of the markets into that 
venue, and I think the CFTC would have a unique view of what 
is going on in the market. 

I do think that, really largely as a result of ICE, there has been 
a greater interplay between the CFTC and the FSA in London for 
information sharing. It is not that the London regulators don’t have 
the same concern about transparent markets and what is going on 
under their jurisdiction. 

So I do think we can evolve to a regulatory umbrella of the major 
economic centers and bring more transparency and information 
sharing in. Then with a full view of things the CFTC sees the next 
Amaranth, I think they are really the uniquely positioned entity to 
have that view, which means de facto they need more staff, they 
need more funding. 

Frankly, ICE trades over 1,000 OTC swap markets. The CFTC 
right now is only looking at something like 960, 970 futures mar- 
kets. Just bringing ICE into that purview will double the size of 
the view that they will have to have. So, clearly, they are going to 
need more funding. 

Senator Coleman. Mr. Chairman, are we going to have a second 
round? 

Senator Levin. Of course. 

Senator Coleman. My time is up now, but I look forward to an- 
other round of questions. Thank you, Mr. Chairman. 

Senator Levin. Thank you. 

Well, first of all, I am delighted, Mr. Sprecher, that ICE is going 
to support Congress giving the CFTC the same authority to impose 
position limits on the ICE exchange in the same way that CFTC 
imposes them now on NYMEX. It comes as very good news, I be- 
lieve, for consumers. I do not think ICE has ever taken that posi- 
tion before. I do not think NYMEX has ever heard ICE take that 
position before. But we are delighted to hear that. 

There was a distinction which was drawn by ICE until now, and 
maybe still is drawn, between a contract which is financially set- 
tled and a contract which is physically settled — the contracts on 
NYMEX being contracts which presumably are physically settled 
until they are mainly financially settled. As I understand it — and. 
Dr. Newsome, give us some statistics on this — the vast majority, 
perhaps — what percent? — 99 percent of the contracts on NiMEX 
are financially settled, would you say? 

Mr. Newsome. Yes, 99.9 percent. 

Senator Levin. All right. So that there is a distinction without 
a difference. The other attributes are pretty much the same. And 
as you said. Dr. Newsome, they are functionally equivalent. 
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I just wonder whether or not ICE has ever discussed with the 
CFTC what you have said here today. 

Mr. Sprecher. Let me be clear in making my case to you. I be- 
lieve that ICE and NYMEX can take more accountability and have 
accountability limits. I don’t think position limits for the swaps and 
derivatives market is a good idea because, really, position limits 
are in place to prevent squeezes of physical products — the old play 
that trades had years ago to try to squeeze a market going to deliv- 
ery. There is no ability to do that on cash-settled markets, and as 
NYMEX in its own testimony says, on its cash-settled products it 
does not have position limits. 

But what it does have and what I do think would be valid is 
some accountability for large traders. And I think just as Dr. 
Newsome has pointed out the problem with him seeing the whole 
market, ICE will also not be able to see the whole market. And I 
think that has to be aggregated to a senior view of most likely the 
CFTC so that somebody can see the market. 

Senator Levin. Would you respond to that. Dr. Newsome, that 
distinction? 

Mr. Newsome. Well, I think it is very critical for someone — the 
CFTC being the appropriate entity — to see the entire marketplace. 
I am very confident in NYMEX’s ability to manage risk of what we 
can see, but, again, you can only manage what you can see. And 
there are a number of pieces of the pie, and the two pieces of the 
pie in which risk becomes aggregated are NYMEX and the Inter- 
continental Exchange. 

So I think to me it is common sense that somebody should be 
able to see what is going on in both of the markets so that we can 
manage potential systemic risk. 

Senator Levin. Would you comment on Mr. Sprecher’s distinction 
relative to the position limits between the two exchanges? 

Mr. Newsome. Well, we have hard limits on our physical con- 
tracts, and I want to make it clear that because we choose to trade 
the physical contracts, we know that there is a higher level of regu- 
lation that comes with that, because even though less than one- 
tenth of 1 percent gets delivered upon, it is the threat of that phys- 
ical delivery that we use as a tool to keep people honest in the mar- 
ketplace. 

In the past, our financial contracts, the position limits were all 
aggregated into one, both the physical and the financial. We went 
to the CFTC last fall and asked them to allow us to disaggregate 
from hard position limits. So now we have the position account- 
ability on our financial contracts, but the CFTC view was that it 
was very important for us to have that accountability because of 
the ability to see what was going on in our underlying physical con- 
tract. So they felt comfortable with the accountability because we 
could see the physical on our own market. 

Senator Levin. Is the accountability level what triggers your pro- 
hibition against excessive speculation and manipulation? Is that 
what triggers it, that specific mandate to you? 

Mr. Newsome. Well, either one can trigger what we consider to 
be excessive speculation. There is a bit more flexibility given to the 
exchange on accountability levels to determine when they develop 
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discomfort and when they don’t. The hard limits are hard limits, 
and they are what they are. 

Senator Levin. But you go after excessive speculation or you are 
required to go after excessive speculation, at least in part because 
of those accountability levels. Is that correct? 

Mr. Newsome. Correct. 

Senator Levin. And you are willing to undertake that, Mr. 
Sprecher? 

Mr. Sprecher. Yes. Let me just say, I am not sure — with great 
respect to Dr. Newsome, I am not sure the current system, how- 
ever, is working. So to just replicate it does not sound like a good 
idea. 

Senator Levin. Well, whether the current system is working or 
whether it is going to be improved, you are willing to operate under 
that same system relative to accountability levels. 

Mr. Sprecher. Certainly, and just let me point out 

Senator Levin. That is new. 

Mr. Sprecher. Well, no, because what 

Senator Levin. You have not until now, have you? Are you bound 
by those accountability levels now? 

Mr. Sprecher. The debate that has always been presented to us 
is should these OTC swaps markets become designated contract 
markets; in other words, contract markets where retail investors 
can trade and where the government has specifically said they are 
designated as the source of price discovery. I really don’t think 
these OTC markets, which are major dealers interchanging risk 
and hedging risk, is a place that we should say is the designated 
source of price discovery. Dr. Newsome’s market really is that mar- 
ket. It is the price of natural gas that we read about in the paper, 
that we have all come to rely on, and I don’t think that that should 
change, and that has been a consistent position. 

Senator Levin. And that your swaps ultimately rely upon, right? 

Mr. Sprecher. They do. Absolutely. 

Senator Levin. All right. Let me get to the specific question. 
Right now, the NYMEX, as a result of its mandate from CFTC, 
must go after excessive speculation under one of two requirements. 
Do you have any problem being required by CFTC to go after ex- 
cessive speculation? 

Mr. Sprecher. No. 

Senator Levin. All right. That would be new. That kind of re- 
quirement would be new, would it not? 

Mr. Sprecher. It would be new. 

Senator Levin. All right. 

Mr. Sprecher. And what we are talking about, I think, is a com- 
mon ground on how to bring these OTC markets into some account- 
ability. 

Senator Levin. All right. That is not only new, it is important 
new. And I think we are making progress here. 

Mr. Sprecher. It took an Amaranth. 

Senator Levin. It took a long investigation, and maybe Ama- 
ranth, in order to get to this point, but at least we are making 
some progress. And we will have CFTC in front of us in a few min- 
utes, and I hope they are willing to accept the responsibility now 
to make recommendations for changes in law because they are long 
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overdue and we have paid a real heavy price for the failure of our 
law to have this mandate of the CFTC upon ICE. 

There is a reference that you have made to the Enron loophole, 
and I want to just clarify that because we have a different defini- 
tion of the “Enron loophole,” and let me state it for the record. 

How ICE defines the “Enron loophole” is one part of the Com- 
modity Exchange Act that applied to Enron Online, a type of ex- 
change called, as you put it, a “one-to-many” exchange, because all 
traders have to trade through one party — Enron — in the case of the 
Enron Online Exchange. And that is the way you define the “Enron 
loophole.” 

But we define it in a broader way, to include all of the provisions 
that others got included in the Commodity Eutures Modernization 
Act to exempt energy and metals commodity trading from normal 
CETC oversight. Those changes in the law created exemptions and 
exclusions that made it much tougher to police energy markets. 
And for this hearing, and for my opening statement, that is the 
way I used the Enron loophole, and I just want to get that out for 
the record, and I don’t think you would disagree that there is a dif- 
ference of definition here. 

Mr. Sprecher. I absolutely agree 

Senator Levin. Your definition is a narrower one than mine. 

Mr. Sprecher. I agree. But we should for the record say that my 
understanding is Enron had absolutely no oversight by the CETC; 
whereas ICE does and, in fact, pursuant to the “special calls,” is 
now actually providing daily records to the CETC. 

Senator Levin. Records, but still no authority to direct. 

Mr. Sprecher. Correct. 

Senator Levin. The way NYMEX has, not only the authority but 
the responsibility to direct in order to prevent excessive speculation 
and manipulation. 

As I understand the question of swaps, there are accountability 
levels for NYMEX swaps. Is that correct. Dr. Newsome? 

Mr. Newsome. That is correct for back month positions 

Senator Levin. And the accountability levels are triggers for your 
reviews, and if a trade exceeds the accountability, NYMEX could 
order that trader to reduce its position in that contract. Is that cor- 
rect? 

Mr. Newsome. That is correct. 

Senator Levin. All right. And are the NYMEX natural gas swaps 
any different from the ICE natural gas swaps? 

Mr. Newsome. I think they are virtually the same. 

Senator Levin. All right. I think you have already answered this 
question functionally, but let me ask you again. In your written 
testimony. Dr. Newsome, you said that the NYMEX price of a fu- 
tures contract and the price of a related ICE swap typically differ 
by perhaps a tenth of a cent. Is that correct? 

Mr. Newsome. Typically no more than that. 

Senator Levin. Now, that would be about one-hundredth of a 
percent of the price of a futures contract. Is that correct? 

Mr. Newsome. Yes, sir. 

Senator Levin. OK. I think, Mr. Sprecher, you have already indi- 
cated that the price of the NYMEX contract and the price of the 
ICE contract stay very close to each other. 
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Mr. Sprecher. They are definitely interrelated, yes. 

Senator Levin. And as a matter of fact, the NYMEX price, the 
final NYMEX price, is indeed part of your swaps contract. 

Mr. Sprecher. Yes. In other words, they converge absolutely. 

Senator Levin. Right. Senator Coleman. 

Senator Coleman. I just want to make sure that we all agree on 
what we have here. As I understand it, NYMEX does not have set 
position limits on its natural gas swaps. Is that correct? 

Mr. Newsome. We have position accountability on the back 
months. 

Senator Coleman. Accountability. 

Mr. Newsome. Yes. 

Senator Coleman. So there are not limits, but there are kind of 
triggers that you look at. 

Mr. Newsome. There are ranges that we set for market partici- 
pants. Again, you have a bit more flexibility in the position ac- 
countability versus the hard position limits. But we have used that 
authority to talk to market participants and require an appropriate 
response. 

Senator Coleman. And, by the way, does ICE in that sense have 
a regulatory — do they have a competitive advantage in having less 
regulatory costs? 

Mr. Newsome. Well, I would certainly say yes. 

Senator Coleman. What do you spend on regulation? 

Mr. Newsome. In our Compliance Department, we spend over $6 
million a year just on our direct costs at the exchange. 

Senator Coleman. Mr. Sprecher. 

Mr. Sprecher. In that area of our business, we have much lower 
costs, although we do have a “know your customer” kind of respon- 
sibility in the OTC markets. 

Senator Coleman. But trading ahead and market oversight are 
two different things. You have a market oversight responsibility. 
Dr. Newsome. Is that correct? Tied to working with CETC. 

Mr. Newsome. Correct 

Senator Coleman. So I understand, in response to the Chair- 
man’s questions, ICE then is receptive or open to what I would call 
“market oversight.” Is that correct, Mr. Sprecher? 

Mr. Sprecher. Yes. And I also, though, want to follow on with 
a line that has been consistent in your conversation, and that is, 
I don’t think it should end at ICE. I think we really should try to 
bring the entire over-the-counter market into an accountability 
standard, because in a way we are pushing mercury around the 
table. If they come off of NYMEX onto ICE and off of ICE, where 
do they go next? I am not sure we have solved the problem. And 
because ICE has been a successful company, and a public company 
as well, sometimes we are viewed as a euphemism for the OTC 
market. We are just one part of the market. 

Senator Coleman. And having somebody have that big picture — 
we will talk to the CETC about that, but somebody needs to have 
the big picture; otherwise, we will be pushing mercury around. Dr. 
Newsome, do you agree with that? 

Mr. Newsome. I agree completely with that. 

Senator Coleman. And just so I understand, position limits, ac- 
countability limits, NYMEX right now, your natural gas futures. 
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futures contracts, those are physically settled. Do they have a dif- 
ferent standard in your natural gas swaps? 

Mr. Newsome. Yes. Until the fall, it was all aggregated into hard 
limits. 

Senator Coleman. I understand. But the point is that with your 
futures, you have got hard limits. 

Mr. Newsome. Right. 

Senator Coleman. With your swaps, you have got triggers. 

Mr. Newsome. We have accountability in the back months. 

Senator Coleman. Is there a reason why they should not be the 
same? 

Mr. Newsome. I think that all financial contracts should have 
position accountability at least in the back months. 

Senator Coleman. Again, my concern as I sit here is I want to 
make sure that accountability does not result — first of all, that it 
has impact, that we have a big picture, and we are not simply 
pushing mercury around somewhere else. That is clearly a concern 
that I have. But the idea that — I mean, it is clear that, economi- 
cally speaking, the physically settled, the futures, and the swaps 
are essentially the same economically. Mr. Sprecher, do you agree 
with that? 

Mr. Sprecher. The swaps settle on the final settlement price of 
NYMEX so they absolutely converge. But there is a distinct dif- 
ference, and that is, if you hold the physical contract, ultimately 
you end up with natural gas. If you hold a swap contract, ulti- 
mately you end up with the final settlement price. 

Senator Coleman. But 99.5 percent of those contracts are sup- 
posed to physically settle or financially settle, so maybe the word 
“functionally equivalent”? 

Mr. Sprecher. They are, but I want to be clear, they are used 
differently. The swaps are used by the very people I think we are 
trying to protect, which are hedgers who want to make sure that 
they hedge the exposure to the NYMEX price, and they want the 
final settlement price, and they cannot get that at NYMEX be- 
cause, by default, you must trade out of the contract at least a 
minute or two before it finally settles; otherwise, you end up with 
natural gas. 

So the hedgers use the swaps. The people that are actually dis- 
covering the price of natural gas use NYMEX’s physical. 

Senator Coleman. Let me just ask, so I understand where we 
are at today as we look to the future. Under current law, what re- 
sponsibility does ICE have to monitor traders’ energy positions and 
to ensure that they are not excessive? 

Mr. Sprecher. We have sort of a broad anti-fraud, anti-manipu- 
lation responsibility, which generally is passing on to the CETC 
things that we may see, not because of specific oversight but just 
in the general course of things, and also more often the comments 
we get back from the marketplace, so we are more of a conduit for 
information that then gets passed up. But because we don’t have 
any specific remedy capability, all we can do is pass that up to the 
CETC. 

Senator Coleman. And if we can just look back to Amaranth and 
look back at what happened and try to look to the future so it does 
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not happen again, what changes then in terms of remedy capability 
do you think ICE should have and who should give it to you? 

Mr. Sprecher. Well, I think today, as we sit here, the CFTC 
would have a pretty good view of ICE and NYMEX, and my hope 
would be we could bring others into that. And, it may well be be- 
cause a company may be, let’s say, long 10,000 contracts on 
NYMEX, short 10,000 contracts on ICE, and technically be flat or 
have no position, in which case neither Dr. Newsome would see 
that nor would we see that. 

So I think it would be up — the CETC would have to help us have 
the view, and then one of the two of us, and maybe our other col- 
leagues in the OTC market could ask for those positions to be 
brought down. 

Senator Coleman. The last line of questioning. “Excessive specu- 
lation” — we use that phrase a lot in our analysis, in our view. We 
found substantial disagreement in the definition of “excessive spec- 
ulation.” There are those who looked at Amaranth and said that 
was not excessive speculation. I think the Amaranth trader may 
have testified to that. 

To both witnesses. Dr. Newsome and Mr. Sprecher, I will put all 
the questions together. Can you define “excessive speculation”? 
Should Congress define it, or should the CFTC define it? Dr. 
Newsome. 

Mr. Newsome. I think it is very difficult to define because it de- 
pends on the market that is being traded, and markets that are 
very liquid and deep and have multiple positions across months, it 
is just extremely hard to get a handle on. 

I think one of the lessons that we learned from the Amaranth 
scenario was we — and the CFTC, I think, for the most part as 
well — concentrated on the front months because that was the price 
discovery component that everyone relies upon. We wanted to make 
sure that that was not disrupted. 

We did not concentrate as much on the back months, and I think 
the lesson we learned from Amaranth was, as entities start build- 
ing up these much larger positions in the back months, we have 
already taken corrective steps to look at flexibility limits. We have 
already started reaching out to customers to ask them to decrease 
positions because of the importance of the back months as well. 

But when you start looking at speculation and limits, whether 
they are short one month, long another month, it is not just the 
fact that they have a position; it is what that position is that 
makes it very difficult to just, I think, draw a one-liner about what 
is excessive in terms of speculation. 

Senator Coleman. Mr. Sprecher, could you take a shot at it? 

Mr. Sprecher. I certainly can’t define it. Without putting words 
in your mouth, I suspect you would have difficulty defining it. I 
think by default it is going to have to be the CFTC. 

The CFTC has in the past, for example, said that if a company 
has 25 percent of the contracts in a market, that is an alarm bell 
for them. We know from this report that Amaranth had 40 percent, 
even 60 percent of the contracts in a market. So I think that just 
seems like a big amount going into delivery of a contract. So 
whether 25 percent is the right number or something around 
that — we certainly, I think, could probably all agree that having 60 
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percent of the open contracts in a delivered contract is potentially 
a problem. 

Senator Coleman. I would hope that the industry — I would hope 
that the CFTC would move forward in this area. If Congress de- 
fines it, you are probably not going to be happy with the way we 
define it. We tend to operate with lead gloves when surgical gloves 
are needed to — again, understand to keep markets vibrant, which 
was, I think, mentioned just briefly in the opening statement. The 
consumer benefits from the ability to speculate, from the ability to 
hedge. The consumer benefits from liquidity in the market. The 
consumer benefits from speculation. It is not just a gambler’s game 
and for Wall Street bigwigs to make money. The consumer benefits 
if the markets function. But if they do not function, then we get 
concerned. And so I would hope that we would get a little help on 
that issue, which I know is a difficult one. 

Thank you, Mr. Chairman. 

Senator Levin. Thank you, and I think we probably would all 
agree — and I want to make sure Senator Coleman would agree 
with us because I would not want to suggest anything that he does 
not — give his last statement. But if there is excessive speculation, 
the consumer gets socked. Would you agree with that? Or could get 
socked. 

Mr. Newsome. Yes. 

Senator Levin. And that if there is manipulation, the consumer 
gets socked. 

Mr. Newsome. Absolutely. 

Senator Levin. And that is why you folks are given a responsi- 
bility to oversee the market to prevent excessive speculation and 
manipulation. Is that fair? 

Mr. Newsome. That is fair. 

Senator Levin. And that you, Mr. Sprecher, are willing to sup- 
port that change to give you that same responsibility? 

Mr. Sprecher. Yes. 

Senator Levin. I think that is very helpful. And I agree, by the 
way, with Senator Coleman, that we want folks to be able to hedge; 
we want folks to be able to speculate; we want liquidity. It is the 
excessive speculation and manipulation which our law is intended 
to stop and which that loophole allowed. And that is why I think 
now there is a growing — will be a growing momentum coming out 
of today’s hearing. Hopefully, CFTC, who is here today, will join 
the momentum, but we will find out in a couple of minutes. 

In any event, one question, and this follows up on something 
Senator Coleman also said, and that is the unintended con- 
sequences. Is the way that we could make sure there are no unin- 
tended consequences and we are not pushing mercury around to at 
least cover the organized electronic markets in any over-the- 
counter coverage? Would that be a way to describe it, organized 
markets or electronic markets which are organized? You do not 
want to get to the bilateral one-on-one conversation, right? No one 
is trying to get to that. 

Mr. Sprecher. Well, I think that your report shows that the first 
thing that Amaranth tried to do was a bilateral one-on-one deal to 
get out from underneath these. So I am not so sure we shouldn’t 
try to bring that in. It may be slightly different 
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Senator Levin. Of a certain size. 

Mr. Sprecher. Of a certain size or certain — I mean, just because 
these people are voice brokers doesn’t mean they don’t know what 
the position is. For crying out loud, they invoice the market partici- 
pant for putting that trade together. 

Senator Levin. Will you folks, both of you, be willing to submit 
suggestions as to how we could define that for possible legislation? 
Are you willing to do that. Dr. Newsome? 

Mr. Newsome. Absolutely, Mr. Chairman. 

Senator Levin. Would you do that, Mr. Sprecher? 

Mr. Sprecher. Sure, absolutely. 

Mr. Newsome. And I think if I could just follow up on that, I 
talked about the aggregation of risk earlier and how these markets 
are linked, and the reality is that the same customers that trade 
ICE trade NYMEX. They trade the positions for predominantly the 
same reason. But when you get the aggregation of risk — and then 
the CFTC has already spent quite a bit of time looking at when a 
market starts to serve a price discovery function, that should be a 
trigger as well for transparency and openness as to the positions 
in that market. 

So I think some work has been done, Mr. Chairman, and we will 
be more than happy to assist. 

Senator Levin. Thank you both. We appreciate it. 

We will now move to our second panel. Let me now welcome our 
second and final panel of witnesses for this afternoon’s hearing 
from the Commodity Futures Trading Commission, CFTC. We are 
pleased to have the CFTC’s Acting Chairman, Walter Lukken, and 
one of the CFTC’s Commissioners, Michael Dunn. 

Gentlemen, we are pleased to have you with us this afternoon. 
We welcome you to the Subcommittee. We again appreciate the co- 
operation of you and your Commission. You have heard the rule. 
I think you were both here before, so you know what the rules are 
of the Subcommittee, and I would like to at this point ask you both 
to stand and raise your right hand. Do you swear that the testi- 
mony you are about to give before this Subcommittee will be the 
truth, the whole truth, and nothing but the truth, so help you, 
God? 

Mr. Lukken. I do. 

Mr. Dunn. I do. 

Senator Levin. Thank you. We will follow the same rule for tim- 
ing. One minute before the red lights comes on, then you will see 
a yellow light, and that will give you an opportunity to complete 
your remarks. As I said before, we will print your entire testimony 
in the record, and we ask that you limit your testimony to no more 
than 10 minutes. 

Mr. Lukken, why don’t you go first. 
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TESTIMONY OF WALTER LUKKEN,i ACTING CHAIRMAN, AND 

MICHAEL DUNN, COMMISSIONER, COMMODITY FUTURES 

TRADING COMMISSION (CFTC) 

Mr. Lukken. Thank you, Mr. Chairman, Senator Coleman. Com- 
missioner Dunn and I appreciate the opportunity to discuss with 
you the CFTC, our role with respect to the energy markets, and 
your report’s conclusions. 

Under the Commodity Exchange Act, the concept of “excessive 
speculation” is based on trading that results in “sudden or unrea- 
sonable fluctuations or unwarranted changes in the price” of com- 
modity futures. This language has provided helpful guidance for 
the agency in protecting the price discovery process. There is a dis- 
tinction, however, between excessive speculation and manipulation. 
Manipulation of market prices is a clear and undeniable threat to 
the integrity of the marketplace and to the fundamental purposes 
of futures markets, risk management, and price discovery. 

A longstanding body of law defines the parameters of futures 
market manipulation. Excessive speculation, on the other hand, is 
a more fluid concept which Congress has enabled the Commission 
and the exchanges to address by adopting rules or regulations es- 
tablishing position limits or position accountability levels. 

Futures markets require both speculators and hedgers. Specu- 
lators provide the market liquidity to allow hedgers to manage var- 
ious commercial risks. Placing limitations on the amount of specu- 
lation that an individual or entity may engage in necessarily limits 
the amount of liquidity in the marketplace and may limit the abil- 
ity for hedgers to manage their risks, as well as the flow of infor- 
mation into the marketplace. This in turn could negatively affect 
the price discovery process and the hedging function of the market- 
place. 

The Commodity Exchange Act provides that the Commission has 
exclusive jurisdiction with respect to commodity futures and op- 
tions trading on designated contract markets, also known as 
DCMs, which can list for trading any type of contract and are open 
to all types of traders, including retail participants. DCMs are self- 
regulatory organizations subject to comprehensive oversight by the 
CFTC. 

In the Commodity Futures Modernization Act of 2000, Congress 
included a provision permitting a new type of trading facility 
known as an exempt commercial market, or ECM, on which exempt 
commodities such as energy products may be traded. Only eligible 
commercial entities, generally institutional traders, may trade on 
ECMs, ensuring that these markets are open only to sophisticated 
parties that understand the risks associated with them. 

ECMs, as well as transactions executed on them, are statutorily 
exempt from most provisions of the act. The Commission does re- 
tain fraud and manipulation authority over ECMs. 

ECMs are subject to certain limited reporting requirements. In 
addition, ECMs must maintain for 5 years and make available for 
inspection upon request by the Commission certain records, includ- 
ing audit trail information sufficient to enable the Commission to 


^The joint prepared statement of Mr. Lukken and Mr. Dunn appears in the Appendix on page 
178 . 
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reconstruct trading activity. The Commission also has the author- 
ity to issue what is known as a “special call” for any information 
from an ECM the Commission may deem appropriate. 

Due in part to the lessons learned from the fall of Amaranth, the 
CFTC has been utilizing its special call authority to receive daily 
trader position information from ICE. This information helps us to 
get a more comprehensive picture of the marketplace and, given 
the similarities of ICE’s natural gas contracts to those traded on 
NYMEX, assists us in overseeing the energy trading activities on 
that exchange. 

Despite the difference in regulatory authorities over DCMs and 
ECMs, the Commission is aware that when markets trade similar 
products or products that can he arhitraged, information regarding 
activity in one market tends to he incorporated into the other. This 
is almost certainly the case when large numbers of traders operate 
in both markets, as is the case with NYMEX and ICE. This grow- 
ing linkage of the markets along with the PSFs report on Ama- 
ranth is the basis for our regulatory discussion today. 

After Amaranth’s collapse, the CFTC’s Office of the Chief Econo- 
mist analyzed the situation using statistical evidence, including 
data obtained from ICE. Amaranth has positioned itself to profit on 
a spread position between the prices of natural gas contracts expir- 
ing in the winter and the natural gas contracts expiring in non- 
winter months. Such a strategy would have been profitable if the 
prices for winter delivery futures contracts had risen relative to 
prices for non-winter delivery contracts. 

Amaranth began significantly ramping up this spread position in 
the spring of 2006. As the spread price began to fall during the last 
week of August 2006 through September, Amaranth’s losses 
mounted. The unusually large spread price began to appear around 
the time of Hurricane Katrina in 2005. As the PSI report points 
out, this was the largest March/April spread ever observed. How- 
ever, Amaranth did not begin accumulating its large position in 
this spread until the spring of 2006. In other words, the March/ 
April spread was at a historically high level for many months be- 
fore Amaranth began accumulating its large position. 

The chief economist’s analysis of Amaranth’s trading data failed 
to conclude that Amaranth’s trading was responsible for the spread 
price level observed during 2006. The study found that changes in 
Amaranth’s positions influenced market prices, and at the same 
time changes in market prices influenced Amaranth’s positions. If 
Amaranth were dominating markets, our economist would have ex- 
pected these tests to have shown one-way causality where changes 
in Amaranth’s positions would have influenced the market prices, 
but market prices would not have influenced Amaranth’s positions. 
However, the study showed that Amaranth and the market ap- 
peared to have been reacting with each other reciprocally. 

In the analysis, these changes in spread prices were consistent 
with market fundamentals at the time. Amaranth established a 
large spread position that could have only been profitable if the un- 
usually high spread price had become even more unusually high. 
Such a profitable scenario would have occurred if winter natural 
gas supplies had been disrupted by, for example, an active hurri- 
cane season in the Gulf of Mexico. In fact, the Gulf hurricane sea- 
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son proved to be less active than predicted, and instead of a wid- 
ening price relationship, the price difference narrowed consider- 
ably, resulting in significant trading losses to Amaranth. 

There are more details about Amaranth in our written state- 
ment, but I would like to note that the Commission was aware of 
Amaranth’s on-exchange activities in the months leading up to Sep- 
tember through our regular financial and market oversight surveil- 
lance, and that Amaranth’s account at its clearing broker was fully 
margined at all times. 

The Commission does not pick winners and losers in the futures 
markets, but does work diligently, and did so in the case of Ama- 
ranth, to ensure market integrity and the protection of the price 
discovery process. 

The futures markets have changed dramatically since the pas- 
sage of the CFMA in 2000 and the creation of the exempt commer- 
cial markets. Congress established these institutional markets 
while calibrating the amount of oversight to the risks associated 
with them. However, as the Subcommittee’s staff report lays out, 
the regulated futures markets and exempt commercial markets 
have become increasingly linked, and as a result, the public risks 
associated with these markets have changed. The CFTC has recog- 
nized this and has exercised its existing statutory authorities in 
order to keep pace with this industry growth. I mentioned earlier 
our special call for ICE trader information. More recently, the 
CFTC has proposed an amendment to clarify that our existing reg- 
ulations require large traders on regulated DCMs to keep informa- 
tion relating to all of its positions in a commodity, including OTC 
trading information, and to provide that information to the Com- 
mission upon request. 

However, the Commission is nearing the outer limits of its au- 
thority and it is appropriate to have this open dialogue with Con- 
gress and our fellow regulators about what other tools may be 
needed to adequately oversee this marketplace and ensure fair 
competition and integrity. 

In closing, we appreciate the Subcommittee’s inquiries into this 
complex and important area. The Subcommittee staff report looks 
at a number of issues related to the CFTC and makes rec- 
ommendations and conclusions that warrant further debate, which 
we look forward to discussing with you today. 

Thank you very much. 

Senator Levin. Thank you very much. Chairman Lukken. I un- 
derstand that statement represents the views of both of you. Is 
that the note I was given? Or, Mr. Dunn, would you like to give 
your own statement? You are free to proceed either way. 

Mr. Dunn. Thank you, Mr. Chairman, and I would like to both 
associate myself and disassociate myself with my colleague at cer- 
tain times. But at this particular time, I do associate with both the 
written and oral statement. 

Senator Levin. Thank you, and thank you both. 

Do you agree with our report that the prices on one of the two 
exchanges in front of us today affects the prices on the other? 

Mr. Lukken. Absolutely, Mr. Chairman. 

Senator Levin. Why don’t we do this: If you differ with a state- 
ment, if you want to interrupt at any time, feel free to do so. 
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Mr. Dunn. I may never get to speak. [Laughter.] 

Senator Levin. We will call on you at the end, then, to clean up 
all of the comments you want to correct or make reference to. 

The key law here which is being discussed is the Commodity Ex- 
change Act, which directs you folks to limit trading to prevent ex- 
cessive speculation, and I want to ask you: Do you have any prob- 
lem with that mandate? Congress has told you this. You are sup- 
posed to be stopping excessive speculation. Do you have any dif- 
ficulty in enforcing that law? 

Mr. Lukken. Absolutely not. I think as you have noted, excessive 
speculation, that leads to unwarranted price fluctuations and un- 
reasonable price fluctuations. So I think that modification of that 
term is important because it talks about how excessive speculation 
leads to potential manipulation and artificial prices in the market. 
That is really where we have focused on our attention. In the expi- 
ration month of these contracts where we have seen in the past ex- 
perience of corners and squeezes in these physically delivered prod- 
ucts, that is how we have interpreted that provision of our act. 

Senator Levin. Now, the NYMEX has adopted position account- 
ability levels in order to avoid excessive speculation. That is one of 
the methods that has been used. They have also adopted position 
limits. 

Does it make sense to you that when they order a speculator or 
trader to reduce its holding in order to avoid excessive speculation, 
that speculator can just move to an unregulated exchange and do 
the same thing? Does that make sense to you? 

Mr. Lukken. I think when we looked at the situation, our man- 
date is to protect the benchmark, which, as your last hearing point- 
ed out very effectively, is utilized by utilities, public utilities and 
others. That benchmark is NYMEX. They are the primary price 
discovery market that we try to protect. And certainly we do that 
through position limits, through surveillance, through our other au- 
thorities in that area. However, when these speculators, as you 
have noted through this chart, ^ have moved to ICE, even though 
these prices are interrelated, we still believe — I personally believe 
that we are still protecting the primary price discovery mechanism 
in NYMEX by putting position limits on those areas. 

Now, we did recognize, as you have noted that 

Senator Levin. By putting position limits at NYMEX. 

Mr. Lukken. Correct 

Senator Levin. But there is no position limits at ICE. 

Mr. Lukken. There is no position limits at ICE. 

Senator Levin. OK. And there is no accountability levels at ICE. 

Mr. Lukken. That is correct. 

Senator Levin. So nothing is triggered at ICE, so all they do is 
run over to ICE and engage in the very trades which your agent, 
NYMEX, said they could not do anymore at NYMEX, and you just 
acknowledged again that the price that is set — or the price that is 
achieved at ICE affects the I^MEX price, right? They are inter- 
related. 

Mr. Lukken. They are interrelated, correct. 


^The chart referred to appears in the Appendix on page 190. 
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Senator Levin. So then let me ask you again. Is there any way 
that CFTC should not be supportive of a rule which avoids the cir- 
cumvention of the NYMEX order? 

Mr. Lukken. Well, I think, like I said, it has been our position 
that through the physical delivery of contract, the primary contract 
that is being utilized on ICE — or on NYMEX, excuse me, is pro- 
tected by these position limits. Now, we have noted that there is 
interrelationship between these markets, and now we receive daily 
trading information to provide the transparency that your report 
talks about that is needed in these markets. Since that trans- 
parency has been provided to this marketplace, we have not seen 
shifting between regulated markets and unregulated markets, ac- 
cording to our surveillance staff. 

So I think for the time being, we seem to be 

Senator Levin. Do you want to wait until that happens? 

Mr. Lukken. Well, we are monitoring it right now and 

Senator Levin. And then what happens when you see it? 

Mr. Lukken. Well, as noted, we do have full manipulation au- 
thority — 

Senator Levin. No. I am talking about excessive speculation. 

Mr. Lukken. Correct, but excessive speculation that leads to un- 
warranted price fluctuations that really is getting at manipulation 
in these markets. So we are not limited in any way in our manipu- 
lation authority and can bring any type of enforcement action 
against participants in these markets that may be trying to manip- 
ulate through moving positions around. 

Senator Levin. Let us go back to excessive speculation. You keep 
going to manipulation. I keep talking about excessive speculation, 
so let’s talk about excessive speculation. Your agent, NYMEX, en- 
tered an order, OK? Amaranth evaded that order by going on to 
ICE. 

Mr. Lukken. Correct. 

Senator Levin. It did so on an exchange which had an effect on 
the NYMEX price, and you agree to that. 

Mr. Lukken. Correct. 

Senator Levin. I am going to ask you again. By taking the posi- 
tion you have, which apparently is either neutral or non-involved 
or — well, I will leave it at that. Aren’t you, in effect, putting your 
stamp of approval on the circumvention of the NYMEX order, your 
agent’s order? 

Mr. Lukken. Well, as I mentioned, I think that the positions that 
were on ICE, because we are trying to protect the benchmark, 
which is NYMEX, that was effective, the position limits on that 
contract. The ICE contracts, really the Amaranth positions that 
were put forward, were outer-month contracts. They weren’t the 
nearby contracts that we were trying to protect, and that is one of 
the lessons that NYMEX had mentioned, is we need to start look- 
ing at some of these outer-month contracts as well, and we have 
started to do that. We have the software and resources now to try 
to do that. 

Senator Levin. If you look at them and there is no authority to 
do anything about it, all you are doing is coming in after the fact 
and trying to find somebody after the damage has been done. Why 
not prevent it? You have told NYMEX, we have told you to tell 
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NYMEX, “Prevent it.” Why should we not tell you to tell ICE to 
prevent it in order to sustain the NYMEX order? Why should you 
resist that? You seem to he resisting something, and I do not know 
why. You keep changing the subject when I talk about excessive 
speculation. You change it to manipulation. I am trying to find out 
why there is resistance on CFTC from supporting the NYMEX 
order that there be a reduction in the holdings by somebody — Ama- 
ranth — in order to avoid excessive speculation. Why are you resist- 
ing it or appear to be resisting it? 

Mr. Lukken. I am not resisting it. What I am trying to say is 
that the hard limits, the position limits that typically are put on 
physically delivered contracts, such as the NYMEX position, are ef- 
fective at ensuring that the futures and cash prices converge so 
that those prices function correctly, as they should. 

ICE links itself to that benchmark. They in some ways freeload 
off of that price discovery mechanism. So by doing so, we are not 
as concerned with that influence and those prices because we are 
really concentrating on the physical delivered contract that is hap- 
pening in ICE. 

Senator Levin. Which occurs in one-hundredth of 1 percent of 
the time. You are concerned about a delivery that occurs almost 
never and seem not to be concerned when your agent, NYMEX, 
issues an order based on accountability levels. It was not a position 
limit. It was based on an accountability level which triggered an 
order. And if an order means something, and if we are going to pro- 
tect the consuming public — I am not worried about, frankly, pro- 
tecting the hedge fund or the speculator one darn bit. I am very 
much concerned about protecting the public that is affected by the 
prices which are impacted by that excessive speculation. They are 
impacted by it. They have to have a stable price. They have got to 
figure out what is it going to cost for winter gas because they are 
running an institution or they are running a utility, so they want 
a hedge. And it is a legitimate thing. They are the user, they are 
the consumer. They are not the speculator. 

So I am trying to figure out — again, you talk about position lim- 
its; I talk about accountability levels which trigger an order. And 
I want to find out why the CFTC, if you speak for the CFTC, seems 
to be resisting something which even ICE accepts, at least as of 
today. Try me again. 

Mr. Lukken. Yes, Mr. Chairman, I do not want to come over like 
I am being resistant to this idea. What I am trying to say is after 
the Amaranth situation, we decided that these markets were 
linked, as you had noted. We started to get more information, more 
transparency in these markets, and to date that seems to have 
been effective in these markets. 

I think obviously, as a Commission, we have to adapt as these 
markets evolved and as these markets evolve. And certainly Com- 
missioner Dunn and I want to try to address these, and certainly, 
as was noted by the prior panel, even on regulated exchanges, 
there is some uncertainty on what is the most effective manner in 
order to prevent either manipulation or excessive speculation that 
leads to unwarranted prices. 

So I think this is something we need to be open to. I certainly 
think as a Commission we should discuss these ideas. But what I 
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am trying to tell you today is that we have changed our practices 
to address this type of situation, that it has been effective, and that 
I think that we have the authority to address these things in the 
future. 

Senator Levin. You say it has been effective, but a disaster has 
not come yet. You are going to wait for another disaster to give au- 
thority and direction to the market, which has these huge specu- 
lators in it — ICE. 

Mr. Lukken. Sure. 

Senator Levin. You are going to wait for the disaster, but you 
are not going to prevent the disaster because you are not willing, 
apparently, to tell ICE what you have told NYMEX: Prevent exces- 
sive speculation. Don’t just clean up the act after the damage is 
done. Prevent it. 

And so the way NYMEX has prevented it, your agent, is they 
have adopted an accountability level which triggers an action on 
their part. And then that action is subverted by the inability of ICE 
to take action to do exactly the same thing. ICE is willing, as of 
today, to be given the responsibility to stop that subversion and to 
protect the consumer. And yet you want to talk about openness and 
transparency. That is fine. That gets you halfway there. That gets 
you the information. But unless ICE does something about it and 
can do something about it to stop excessive speculation, you are not 
preventing the next Titanic, the next Amaranth. 

Mr. Lukken. Right. And I think it is important to note, too, that 
even though we are discussing ICE, a lot of this occurred also on 
NYMEX, which does have these accountability levels, that they 
were exceeded several times, as they noted in the prior panel. So 
there is diligence that has to be on both fronts here, and we look 
forward to talking about these issues and determining how to best 
approach accountability levels, position levels, on both regulated 
and non-regulated exchanges. And hopefully I could talk to — some- 
day we might have a few more — ^you mentioned Mr. Dunn is one 
of our Commissioners. He is our only Commissioner at the time. 
Hopefully we might have a few more Commissioners that we could 
talk about this, because obviously diversity of views is important 
as a Commission, as it is in the Senate, and also I want to mention 
my regulatory colleagues who are part of the President’s working 
group. They have views on this. These decisions will affect some of 
their markets as well. So I think it is important that we talk. 

As Senator Coleman had mentioned, there may be consequences 
to doing some of these actions. As you squeeze the balloon, where 
does it go? I think these are all important things to talk about. I 
don’t want to sound resistant to ideas. I am open to all these ideas. 
But I am trying to say is that as of today, this seems to have 
stopped the activity that your report points out. And if more is 
needed, then we are open to those ideas. 

Mr. Dunn. Mr. Chairman, if I may? 

Senator Levin. Please. 

Mr. Dunn. This is one of the times I would like to disassociate 
myself a bit from my colleague. I am very concerned when on the 
first panel the first day of these hearings, I read with a great deal 
of interest of what those LDCs and others had to say. The primary 
function for me of the futures and options market is to provide for 
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risk mitigation and price discovery. Very clearly, those people that 
testified before you thought that did not happen, and the reason 
they thought it did not happen is because they thought there was 
excessive speculation as you point out in your study. 

I gave a speech back on September 8, 2006 in which I said I 
wished that the Commission would do that type of study. But at 
the end of that, I said I don’t really know if we would be in a posi- 
tion to pick among different economic uses of particular futures 
contracts, decide what should be discouraged, and what should not 
be discouraged. 

But very clearly, there is a problem here based upon testimony 
that this Subcommittee has already seen, and that calls for us to 
take some type of action, and you have had a great deal of discus- 
sion between spec limits and the accountability level. Clearly, spec 
limits are hard and fast. It is something that the exchanges put to- 
gether and say here is where you have got to go. They run it by 
us for our concurrence on this. 

That doesn’t happen with accountability levels. That is some- 
thing that is more dynamic. It is an ongoing thing. We are not told 
when those accountability levels change out there, and that is be- 
cause it is dynamic, and what happens is an exchange will call in 
that particular trader and say, “V^at is your game plan? What are 
you trying to accomplish here?” And then they have to consider as 
an SRO that what that individual is doing and whether or not it’s 
going to have an impact in the marketplace. 

I think your study points out that there were spikes in this mar- 
ket that took place that had an impact, especially on those other 
people that were using this market for risk mitigation, and the re- 
sult of that alone should say we ought to take some type of action 
to make sure this doesn’t happen in the future. 

Senator Levin. Thank you very much. Senator Coleman. 

Senator Coleman. Thank you. I have been pretty consistent 
about raising the issue of assessing the unintended consequences 
of extending CFTC regulation to electronic over-the-counter ex- 
changes like ICE, because I think it is important that we have to — 
let’s understand the impact of what we do. 

Having said that, what is troubling, Mr. Lukken, from your testi- 
mony is when you talk about protecting the benchmark and feeling 
that you accomplished that when NYMEX told Amaranth that they 
have got to lessen their position, you do not seem at all troubled 
that Amaranth’s response to that was to essentially disregard it by 
simply moving to another market. 

So NYMEX says lessen; they do not lessen at all. They simply 
move from physical to swap; they move from regulated to unregu- 
lated, which clearly the economic distinctions are little — at least at 
that time. And so my concern is, as we move forward, that I want 
to make sure that the CFTC has a concern about if directives are 
given in one market that their folks can simply move somewhere 
else. And you do not seem troubled by that because “the bench- 
mark is protected.” I find that very troubling. 

Mr. Lukken. Let me clarify what I meant, and I apologize if I 
came across as not caring that these positions may be moving. 

We have, as I noted, adopted these positions — or this large-trad- 
er-like information that we are now receiving from ICE. My sugges- 
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tion would be that when we see these types of movements, our sur- 
veillance staff in essence call these folks up and say, Well, why are 
you doing this? You were once on ICE — or NYMEX trading these 
positions. Now you are on ICE with the same speculative behavior. 
Why are you doing this? We have enforcement authorities that we 
can take against you. Do you have economic justification for doing 
this? 

That sort of deterrence I think would be very effective. Again, we 
may not have every regulatory tool in the toolbox, but we have a 
big hammer with our manipulation authority that we can send sub- 
poenas, we can bring these people into court, if we find that their 
activities are problematic. 

So it is not that we are ignoring this information now. We see 
it. It is transparent, and we can take action with our enforcement 
authorities to go after this type of behavior. 

Senator Coleman. So if NYMEX has accountability limits, if 
NYMEX allowed Amaranth to trade above its own established ac- 
countability limits, does it make sense for ICE to adopt the same 
accountability limits? I am trying to figure out where we go with — 
and, again, understanding that at a certain point someone has got 
to have the big picture. And you are the folks with the big picture. 

Mr. Lukken. Right. 

Senator Coleman. But you have got to be willing to use the au- 
thority. You have to be willing to say if there is a problem, we are 
going to deal with it, rather than simply saying we have protected 
a benchmark and anything beyond that does not seem to be our 
concern. You have clarified that somewhat. 

Mr. Lukken. Yes. 

Senator Coleman. But should NYMEX have the same account- 
ability limits for its natural gas futures contracts and natural gas 
swaps, there is a distinction. NYMEX at least has some account- 
ability; they have some triggers. Should ICE have the same trig- 
gers? 

Mr. Lukken. Well, there should certainly be someone watching, 
whether it is ICE or us. And so, yes, if they are exceeding account- 
ability levels on NYMEX and we feel that the activity on ICE is 
affecting NYMEX, that is a problem for us. We need to make sure 
that we are policing that correctly by calling those folks up — a lot 
of what we do in our surveillance activity is called “jawboning,” 
where we just call them up and say, “What are you doing here? 
Why are you doing it?” It proves to be very effective. It is very lim- 
ited that we have ever used our emergency authority to try to liq- 
uidate positions. It has only happened four times back in the 
1970s, in fact. But most of the time it is this deterrent activity, this 
jawboning that allows us to get people to back away from these 
types of positions. 

I would certainly, as Acting Chairman, encourage our staff to 
make those types of phone calls. When people exceed accountability 
levels on NYMEX and move those beyond into ICE, that is trou- 
bling. It should be troubling, and I think Commissioner Dunn and 
I both find that activity troubling. 

Senator Coleman. I think Mr. Sprecher testified that account- 
ability levels are needed on ICE and should be extended to that ex- 
change. Do you agree with that? 
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Mr. Lukken. I think that is something we should be open to, cer- 
tainly. 

Senator Coleman. Mr. Dunn. 

Mr. Dunn. I definitely think there ought to be accountability lev- 
els, and I think there also should be some exploration of actually 
putting in spec limits. 

Senator Coleman. “Excessive speculation” — is there a clear defi- 
nition of “excessive speculation,” Mr. Lukken? 

Mr. Lukken. I think it has to be tailored to the markets that you 
are looking at. It really depends on whether it is nearby months, 
outer months, the types of markets, physically delivered, cash set- 
tled. I think it really should be given to the experience of our sur- 
veillance economists who have hundreds of years of experience 
looking at these markets. But it is something that I think is worthy 
of a discussion. I think it is something that we as a Commission 
should look at to determine, OK, where is the guidance here, be- 
cause we really haven’t until this has happened, we really hadn’t 
put forward much effort to look into what is excessive speculation. 

Certainly as a Commission, I think it is worthy of discussion and 
study to determine if there is guidance in this area that is nec- 
essary to help us go through this, to help us provide some prin- 
ciples in this area so that we combat excessive speculation that 
may lead to unjustified or unwarranted price fluctuation. 

Senator Coleman. There has been some discussion about the 
image of moving mercury around, so if we move forward with ICE 
having not just greater reporting requirements, which they have, 
but, in fact, some enforcement and account limits, which they do 
not have presently but appear to be open to, what is the danger 
of trading moving elsewhere? And how do you get yourself in a po- 
sition to kind of see the big picture and to make sure that we are 
simply not moving something from a regulated to an unregulated 
environment? Mr. Lukken and then Mr. Dunn. 

Mr. Lukken. Well, most of the natural gas trades are on an ex- 
change-like facility. I think it is only 10 percent that happens in 
the bilateral market. So I don’t think there is an enormous impact 
of things pushing into the bilateral market. These markets want 
exchange-like transparency, and the clearing that is available to 
them. That is important. But, this is always a concern I think you 
need to have, is how much regulation is necessary, and it needs to 
be tailored to the risks associated with them. I think your Sub- 
committee has adequately pointed out what the risks are here and 
how best to do that without pushing these markets either overseas 
or into these dark markets, as you have talked about. But, regula- 
tion shouldn’t — we should make sure that we are meeting the 
risks, and unintended consequences, we should be aware of them, 
but unless we are addressing the risks to these marketplaces, that 
is the most important thing that we should consider here. 

Senator Coleman. Mr. Dunn. 

Mr. Dunn. Senator Coleman, I think a very important point that 
I thought I heard Mr. Sprecher say in his testimony was that he 
was open to having core principles apply to ICE, which they cur- 
rently don’t. That would imply to me that they would also have a 
compliance staff similar to what we currently see at NYMEX. That 
gives us someone with our staff to bounce things off of and so that 
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we can talk about these situations. Since they don’t have a compli- 
ance staff now, it is very difficult to call up and — do we call Mr. 
Sprecher and say, “We have got a problem here”? Just the make- 
up of how do you go about doing some of this I think would be 
taken care of if, in fact, we did have some kind of core principles 
that would apply to them as well. 

Now, remember, there are only about 12 of these acting ECMs 
out there right now, and when we look at the future, I mean, we 
didn’t think there would be one this big at this time when the 
CFMA was passed back in 2000. So we have to look at unintended 
consequences: What is it going to be in the future? What are we 
going to do when there are 10 or 20 ICEs out there? And how do 
we do our work? This is certainly something that you later make 
a recommendation on near and dear to my heart, is that we have 
adequate staffing and technology to be able to conduct oversight 
over what Congress has given us. 

Senator Coleman. Let us make sure that we get a response to 
that. We have not had a lot of discussion about staffing and tech- 
nology. But I presume all this comes at a cost. 

Mr. Lukken. Absolutely. We are struggling to maintain our cur- 
rent mission at the agency of regulating DCMs. So anything that 
we add to the table means something drops off I am happy to see 
that the Subcommittee for Appropriations that oversees our agency 
is marking up a bill tomorrow. Hopefully they give us appropriate 
resources to do our job. But certainly if other markets come into 
our purview, that is going to come at a cost. But, technology is 
something that is so important. We are a technology agency. Tech- 
nology gives us the tools to do this type of surveillance. It is from 
Amaranth that we learned we need to start looking at these outer 
months, and now we have the surveillance technology to help do 
that. That I think was part of Recommendation 2. That is some- 
thing that is important. But resources is definitely an issue for us, 
and whatever authorities are provided, it has to be matched with 
the resources to adequately uphold those authorities. 

Senator Coleman. Thank you, Mr. Chairman. 

Senator Levin. Thank you. 

Mr. Lukken, do you think it is important to prevent another epi- 
sode like Amaranth or just punish a perpetrator who violates the 
law? 

Mr. Lukken. I think preventing is always the first priority at our 
agency. 

Senator Levin. Why is it that you talk about your agency 
jawboning but seem to be resisting giving to ICE the same author- 
ity and responsibility that they are willing to accept that NYMEX 
has to do the jawboning and action themselves? Why differentiate 
there? 

Mr. Lukken. Well, what I am saying is that we can accomplish 
much of what giving that to ICE would accomplish. 

Senator Levin. But why? Why not tell ICE to do what NYMEX 
does? 

Mr. Lukken. I think that is certainly an option. 

Senator Levin. But why not exercise it? What is your reluctance? 

Mr. Lukken. It is not reluctance. 
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Senator Levin. I am trying to get to — there is a resistance. I am 
trying to understand it, and I do not. 

Mr. Lukken. Well, I think what we are trying to do is make sure 
that we accomplish the goal of preventing an Amaranth-type situa- 
tion, either its collapse or the fact that mayhe unreasonable prices 
may have happened as a result of that. 

Senator Levin. Why wouldn’t assigning ICE and other exchanges 
to do that, giving them responsibility the way you have NYMEX, 
achieve that goal? 

Mr. Lukken. It would be one way of achieving it. Another way 
is, as I mentioned, us receiving information about this and using 
our own jawboning and surveillance techniques to prevent that 
type of build-up on an ICE-type platform. 

Senator Levin. Why not do that with NYMEX? Why not take 
away their authority, their responsibility? Take it on yourself to 
jawbone the NYMEX speculators. Why not do it that way with 
NYMEX? 

Mr. Lukken. Well, I think this is a legacy of self-regulatory orga- 
nizations that — self-regulation existed before we existed in those 
exchanges, 200 years or 150 years ago. So this is a legacy issue. 

But, as these markets evolve, as I mentioned we need to make 
sure that we are on top of these. There may be a point in time 
where we need to ask ICE to do this, but what I have said today 
is that the trading information that we receive, our ability to jaw- 
bone them as a result of that trading information has been shown 
to be effective so far. 

Senator Levin. It was not shown effective with Amaranth. You 
received that information, didn’t you? 

Mr. Lukken. We were not receiving that information at the time 
of Amaranth. 

Senator Levin. You did not know anything about the move to 
Amaranth? None of your staff was aware of that? 

Mr. Lukken. I don’t believe 

Mr. Dunn. Not until after the fact. 

Mr. Lukken. Not at the time, Mr. Chairman. 

Senator Levin. What about leveling the playing field between 
NYMEX and ICE? Do you support those efforts? 

Mr. Lukken. As long as it is done on a regulatory basis. I think 
we are trying to match what the risks of each marketplace might 
be and the type of regulation we put on them. As I mentioned, 
ECMs are only institutional markets. There is no retail participa- 
tion directly on those marketplaces. There is only principal-to-prin- 
cipal trading. A lot of what we do as an agency is try to prevent 
trading abuses where traders brokering for other traders may trade 
ahead of people. That doesn’t exist on ICE, so those authorities are 
not necessary. 

So, there are certain parts of these markets that are different, 
as Mr. Sprecher pointed out, that they are different, requiring a 
different tailoring of regulation than a full-blown DCM designation. 

Senator Levin. But the speculation that occurs on ICE has an ef- 
fect on the NYMEX price. You have agreed to that. 

Mr. Lukken. It can. 

Senator Levin. So how are you then protecting the NYMEX 
benchmark? If the speculation occurs unregulated on ICE and the 
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ICE price affects the NYMEX price, how is the NYMEX benchmark 
protected? 

Mr. Lukken. Well, I think, as I mentioned, if this Amaranth-type 
situation would occur today, our staff would see that. 

Senator Levin. How was it protected before? 

Mr. Lukken. Well, it wasn’t. As these markets have evolved and 
become more linked, this is something, a lesson that we learned 
from Amaranth. 

Mr. Dunn. Mr. Chairman. 

Senator Levin. Mr. Dunn. 

Mr. Dunn. Could I address your first questions about what do we 
do and, in essence, how do we prevent this? I think in your first 
study that came out — and, by the way, let me commend the staff 
for both studies. But the first study, which said there has got to 
be a cop on the beat, is really something that bothers me, that 
there is a perception out there, in large part in the energy markets, 
that we are not watching, that no one is paying attention. In fact, 
we have got folks on tapes giggling about noddy’s watching us, 
they can do whatever they want. And we don’t have a cop on the 
beat, I think, in real time, in this particular instance, but we do 
have a very good enforcement group that can go back and look at 
fraud and manipulation. 

I think a great deterrent to this is for us to be able to bring some 
cases, and certainly we did that in the Enron issues. We only have 
civil money penalties that we can give them. I have asked our en- 
forcement people to share information with the Department of Jus- 
tice, States’ Attorney Generals, and others so that some criminal 
actions can take place in some of these issues as well so that there 
is a real consequence being paid by the individuals that partake in 
things that are purely and very clearly fraud and manipulation. 

Mr. Lukken. I would just like to join my colleague, too. What is 
troubling — and your report points it out — is the perception out 
there that these markets are somehow not policed. And perception 
is very important in this. People are basing prices off of these mar- 
kets, and I think that is something as a Commission we need to 
be more active in making sure to educate folks what we do, what 
the limitations are, are we doing enough, to talk with industry 
groups, to talk with other regulators in this area. 

I have been on the job a week as acting chairman, so I hope to 
hit the ground running with Commissioner Dunn and hopefully a 
couple other commissioners once they get confirmed and try to look 
into some of these issues. Are we doing enough? Should more hap- 
pen in this area? We have done some, but maybe more is needed. 
And I think it is important to keep the perception that we are 
doing our job. It is important that is the perception, that we are 
doing our job. 

Mr. Dunn. There is a way, Mr. Chairman, Senator Coleman, that 
we can get that attention. According to the regulations, anytime 
that ICE gets a formal complaint, that is supposed to be passed on 
to the CFTC so that we can go out and examine that. So there are 
opportunities out there for someone who thinks that there has been 
manipulation or they have been damaged as a result of activities 
that take place on ICE, that it can get to us. And certainly, as I 
read those testimonies of those folks that were on your first day of 
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hearings out there, there were a lot of people out there that feel 
that us going after somebody after the fact is too late, they have 
already spent too much money that affects them for their busi- 
nesses and their heating of their home. 

Senator Levin. Well, that is exactly right. Most of the function 
of the cop on the beat is to deter crime, not to chase the guy after 
he has shot somebody. And this is the way the CFTC describes its 
authority. This is CFTC now. “In contrast to its authority over des- 
ignated contract markets and registered derivatives transaction fa- 
cilities, the CFTC does not have general oversight authority over 
exempt commercial markets. Exempt commercial markets are not 
registered with or designated, recognized, licensed, or approved by 
the CFTC.” 

What I am afraid hearing today is you maybe want to keep it 
that way. I have to tell you, that is what comes through from your 
testimony today — not from Mr. Dunn’s. From your testimony today 
where you draw some kind of a distinction, which I fail to under- 
stand, between why it is important that NYMEX have the author- 
ity to prevent, to deter, to go after excessive speculation before it 
causes damage, and your insistence that, well, you would rather 
the CFTC, when it comes to ICE, be the one that is going to get 
reports and oversee it does not give me much confidence that that 
is the way to go. And I do not understand the distinction. They are 
functionally equivalent. There is no difference about that. They are 
functionally equivalent markets. And yet CFTC, you are the cop ul- 
timately, and you seem to say, hey, get NYMEX on those trades, 
but when that action of NYMEX is subverted by what is allowed, 
just move it over to an unregulated market, you are saying, well, 
we will get reports on that, and if there is a claim of fraud or ma- 
nipulation, then we will move in after the shark is gone. 

Mr. Lukken. It is not that I oppose that idea. I think it is some- 
thing that we should be discussing as a Commission, also with 
other regulators. So as you mentioned, these markets have evolved 
over time. What was true 5 years ago is not true today. It is some- 
thing we should discuss. Maybe that is needed. But there are con- 
sequences to adding additional regulation, as you have pointed out 
today. 

Senator Levin. There always are. But there is regulation with 
NYMEX. That is a regulated market. 

Mr. Lukken. Correct. 

Senator Levin. It has got consequences. This is what the Ama- 
ranth head energy trader had to say in an e-mail: “Everybody is 
high on ICE these days.” He is writing to somebody. “You think it 
had its day or more to go?” 

And then he says, “One thing that’s nice is there’s no expiration 
limits, like NYMEX, clearing.” In other words, this is a lot easier. 
“And this alone,” he says, “will keep it — ICE — strong.” No limits 
like NYMEX, and that is going to keep ICE strong. And I hope we 
are going to hear back from CFTC. If you say it is worthy of discus- 
sion, we hope you will take it up, discuss it, and let this Sub- 
committee know what you are going to do, if anything. 

Senator Coleman. 

Senator Coleman. Just to follow up, just to be optimistic, and I 
want to be optimistic that this report and these hearings hopefully 
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have generated discussion, and obviously the concern that we have, 
the ability to simply move from regulated to unregulated is some- 
thing that has to be dealt with. It puts consumers at risk. 

It is interesting, because I have a different e-mail that I was 
looking at, again, from the Amaranth trader, who also talked 
about — said that we have exchange limits, and then somebody re- 
sponded, “You got me confused.” He says, “On NYMEX, not on 
ICE.” And then he says, “For June expiration.” But then he says, 
“They settle the same.” And so, clearly, they get it. It is important 
that we get it. 

Just one other area that I want to touch upon, and we are as- 
suming — and I think we are moving at a path that — giving ICE the 
ability, the authority to regulate. If a concern is resources, wouldn’t 
it make sense to extend some regulatory oversight responsibilities 
to ICE so that it is less of a burden on you at CFTC? 

Mr. Lukken. That would make some sense, yes. 

Senator Coleman. And if you do that — just, again, because I am 
concerned about squeezing the balloon, as you talked about — how 
do we handle the other 17 exempted electronic OTC energy ex- 
changes? What can you do with that? How do you bring them into 
the mix? 

Mr. Lukken. A lot of these markets are not in any way linked 
to our regulated markets. They are very innovative exchanges, in 
some ways incubator exchanges. There would be some way to have 
to distinguish between those markets and a market like ICE that 
really has become an exchange-like facility. And I am not sure — 
it is difficult to draw that delineation, but somehow that would 
have to be done. 

Senator Coleman. One of the concerns — we have used this 
phrase “unintended consequences.” I think perhaps we should dis- 
cuss it. I presume a concern is that if we raise the cost of regula- 
tion to a certain degree, these exchanges, the small ones, simply 
move offshore. 

Mr. Lukken. Correct. 

Senator Coleman. And then we have no control, no trans- 
parency. 

Mr. Lukken. Yes, the one in London — this is happening in our 
capital markets in some respect. So I think the concern is making 
sure that the regulation fits the risks, and that is, I think, what 
this Subcommittee is trying to do, what we as a Commission try 
to do. I want to say that I am optimistic, too. I don’t want to sound 
like we are being resistant or I am personally being resistant. This 
is new territory for me, so I am hopeful that we can get together 
as a Commission to talk about these ideas and come back to this 
Subcommittee if we can reach some conclusions about what needs 
to be done in this area. 

Senator Coleman. And raise the issue of the voice-brokered mar- 
kets, with electronics today there are a lot of things that can go on. 
It was clear in Amaranth that they were looking to move, if they 
could have done a voice-brokered deal bilateral, they would have 
done that. Can you talk to me a little bit about monitoring preven- 
tive excessive speculation price manipulation when you are dealing 
with something as opaque as the voice-brokered markets? 
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Mr. Lukken. Some of it has to do with whether these are stand- 
ardized contracts or individually negotiated contracts. It would be 
very difficult for us and very resource-intensive for us to take every 
individually negotiated bilateral contract and try to make some 
regulatory use of it. It would be sort of garbage-in, garbage-out 
type of a problem for us. 

So we want to make sure that whatever we are getting has some 
relevance to the price discovery process. I think there are maybe 
some areas that have some relevance, but it is of limited use. So 
I think it is g:oing to have to be a question of resources and cost/ 
benefit analysis in that area. 

My personal feeling is that bilaterals haven’t been really im- 
pactful on the price discovery process. It has mainly been these 
standardized exchange-like facilities that have been linked. 

Senator Coleman. And I look forward to that discussion. In a 
simplistic sense, we can regulate all of this, but there is then a cost 
and there is a price. And is it worth the price? And what is the 
cost? And, again, does it ultimately drive things to a more opaque 
place? 

I look forward to the discussion, but it is very clear to me — and 
I have, again, been very concerned about the unintended con- 
sequences. But to listen to the Amaranth people and to listen to 
the ICE and NYMEX folks, who we issue an order — NYMEX issues 
an order, says to Amaranth, “You have got to lower your position,” 
and it is like me telling my kids to do something and knowing that 
they are just going to go over and totally ignore that, and have peo- 
ple have a sense that we have accomplished something. 

I would suggest that does not provide the protection that you 
were talking about and that piece has to be dealt with, and I think 
the question is how do we deal with it in a way that actually 
makes a difference. 

Mr. Lukken. Right. 

Senator Coleman. Thank you, Mr. Chairman. 

Senator Levin. Thank you very much. 

Just a couple questions. Do you know if the President’s Working 
Group has taken a position on this matter? 

Mr. Lukken. I am just a recent member of the President’s Work- 
ing Group, so I am not sure if they — on the matter of position lim- 
its or 

Senator Levin. No. On whether or not we should have ICE being 
given responsibility the way NYMEX has to enforce our laws. 

Mr. Lukken. I am not aware. Not being a member of the Presi- 
dent’s Working Group until recently, I am unaware of whether they 
have. 

Senator Levin. Whether there have been any discussions be- 
tween CETC and the working group on any of the issues we have 
discussed today? 

Mr. Lukken. I think there has been discussion on Amaranth and 
the follow-up from Amaranth. The President’s Working Group, I 
think, what were the concerns that arose out of Amaranth, includ- 
ing many of the issues we discussed today. 

Senator Levin. And CTEC, have you had discussions on this? 

Mr. Lukken. We have had some follow-up on Amaranth itself, 
and 
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Senator Levin. No. In terms of the subject that we talked about 
today. 

Mr. Lukken. We have not. 

Senator Levin. How come? It has been a year. 

Mr. Lukken. On the authority of whether 2(h) should be 

Senator Levin. Yes, how to avoid another Amaranth. 

Mr. Lukken. Well, we certainly have taken measures since Ama- 
ranth within our existing authority to try to prevent that type of 
a situation in the future. 

Senator Levin. In terms of additional authority, though, you 
have not discussed that? 

Mr. Dunn. I have discussed it with my staff on what would be 
some 

Senator Levin. As a Commissioner, have you done it? 

Mr. Dunn. I have not done it as a Commissioner. 

Senator Levin. OK. Let me just summarize. Amaranth engaged 
in excessive speculation. The victims were consumers who got hit 
with inflated prices, distorted prices. CFTC did not realize what 
happened at the time. The Subcommittee has spent a lot of time 
analyzing this. We have analyzed the NYMEX and the ICE data 
to figure out what happened. It is clear what has happened here 
and that when a speculator or trader was told by the agent of the 
government agency to reduce its position, instead of carrying out 
that order, it bypassed it, undermined it, circumvented it by just 
going to an unregulated market. It seems to me that totally 
thwarts the purpose of our statute. It thwarts the purpose of the 
CETC giving ISDMEX the responsibility that you have given it to 
stop excessive speculation. 

I do not see from what I have heard today that at least the act- 
ing chairman is aggressively interested in doing what apparently 
ICE is willing to do, which is to step into the breach and to enforce 
some rules against excessive speculation. There is a willingness to 
talk about it, apparently, but that does not seem to be very respon- 
sive to what is an obvious willingness on the part of ICE to do 
what NYMEX does, which is to stop something which hurts people. 

We all agree excessive speculation hurts consumers. Everyone 
agrees with that. There is a law against it. It may not be defined 
in the law. It is enforced. And if it needs definition, you folks 
should give it definition. That is your responsibility. We have not 
heard any murmurs from you folks about defining “excessive specu- 
lation.” If it needs to be defined, go ahead and define it. But it is 
not acceptable to this Senator to just have the independent agency 
which is supposed to be enforcing law against excessive speculation 
to take a fairly lukewarm response, to give a lukewarm response 
when there is such a proven problem here which has cost a lot of 
people, a lot of consumers, a lot of users a lot of money. 

I hope that the CETC will do what you, the acting chairman, now 
say it will do. Long overdue, as far as I am concerned. I hope you 
will take it up, discuss the possibilities, give us your thoughts and 
your recommendations in terms of legislation. These have been ex- 
tremely valuable reports and hearings. I think everybody will ac- 
knowledge that, regardless of what position they are in or what 
view they take of the issue. Our staffs have done an extraordinary 
job of digging for over a year. Millions of transactions have had to 
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be analyzed, and what has been demonstrated is something which 
is pretty shocking and which has got to be prevented, not just re- 
sponded to after the fact. 

So I will turn to Senator Coleman and see if he has any final 
comment. 

Senator Coleman. I think you have done an excellent job of sum- 
ming up. I look forward to the ongoing conversations and, beyond 
that, subsequent action to increase accountability and increase 
transparency. Clearly, there are lessons to be learned from Ama- 
ranth, and I would hope — and I firmly believe that we all under- 
stand the key is to make sure it does not happen again, to use the 
powers that we have, and if there is additional power that is need- 
ed, either the agency itself or, again, even working with ICE and 
others, that we would move forward in that direction. 

I thank the Chairman and again want to applaud the staff, who 
I think has done a tremendous job. Thank you. 

Senator Levin. Thank you. Thank you all. 

Mr. Dunn. Mr. Chairman. 

Senator Levin. Excuse me. Please, Mr. Dunn. 

Mr. Dunn. In earlier testimony, one of the folks that testified 
here used an excerpt of a speech that I gave back on September 
8 of last year. I would like for the record to insert the entire ex- 
cerpt that I gave on the energy matter during that speech, if I may, 
please. 1 

Senator Levin. Of course. That will be made part of the record. 

Mr. Dunn. Thank you, sir. Thank you both. 

[Whereupon, at 4:59 p.m., the Subcommittee was adjourned.] 


^ See Exhibit 16 which appears in the Appendix on page 904. 
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TESTIMONY OF ARTHUR CORBIN 
PRESIDENT & CEO, 

MUNICIPAL GAS AUTHORITY OF GEORGIA 
ON BEHALF OF THE AMERICAN PUBLIC GAS ASSOCIATION 
BEFORE THE SENATE HOMELAND SECURITY AND GOVERNMENT 
AFFAIRS 

PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 
JUNE 2S, 2007 

Chairman Levin, Ranidng Member Coleman and Members of the Committee, I 
appreciate this opportunity to testify before you today and I thank the Committee for 
calling this hearing on the important subject of natural gas market transparency. My 
name is Arthur Corbin and I am the President & CEO of the Municipal Gas Authority of 
Georgia. The Municipal Gas Authority of Georgia is the largest non-profit natural gas 
joint action agency in the United Slates. Our agency is made up of 76 publicly-owned 
natural gas distribution system members in five states: Georgia; Alabama; Florida; 
Pennsylvania; and Tennessee. Our principal role is to supply all the natural gas 
requirements of these systems. Together, our members meet the gas needs of 
approximately 243,000 customers. 

I testify today on behalf of the American Public Gas Association (APGA). APGA is the 
national association for publicly-owned natural gas distribution systems. There are 
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approximately 1,000 public gas systems in 36 states and almost 700 of these systems are 
APGA members. Publicly-owned gas systems are not-for-profit, retail distribution 
entities owned by, and accountable to, the citizens they serve. They include municipal 
gas distribution systems, public utility districts, county districts, and other public agencies 
that have natural gas distribution facilities. 

APGA’s number one priority is the safe and reliable delivery of affordable natural gas. 

To bring natural gas prices back to a long-term affordable level, we ultimately need to 
increase the supply of natural gas. However, equally critical is to restore public 
confidence in the pricing of natural gas. This requires a level of transparency in natural 
gas markets which assures consumers that market prices are a result of fundamental 
supply and demand forces and not the result of manipulation or other abusive market 
conduct. APGA strongly believes that this level of transparency currently does not exist 
and this has directly led to a lack of confidence in the natural gas marketplace. 


The economic links between the natural gas futures contracts traded on the New York 
Mercantile Exchange (“NYMEX”) and those contracts, agreements and transactions in 
natural gas traded in the over-the-counter (“OTC”) markets are beyond dispute. Without 
question, a participant’s trading conduct in one venue can affect, and has affected, the 
price of natural gas contracts in the other. Today, the Commodity Futures Trading 
Commission (“CFTC”) has effective oversight of NYMEX, and the CFTC and NYMEX 
provide a significant level of transparency >¥101 respect to NYMEX’s price discovery 
fiinction. But, the OTC markets lack such price transparency. 
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This lack of transparency in a very large and rapidly growing segment of the natural gas 
market leaves open the potential for a participant to engage in manipulative or other 
abusive trading strategies with little risk of early detection; and for problems of potential 
market congestion to go undetected by the CFTC until after the damage has been done to 
the market. It simply makes no sense to have transparency over one small segment of the 
market and none over a much larger segment, especially when the OTC markets are the 
fastest growing sectors of the natural gas marketplace. APGA strongly believes that it is 
in the best interest of consumers for Congress to rectify this situation by passing 
legislation that would ensure an adequate level of transparency with respect to OTC 
contracts, agreements and transactions in natural gas. 


The Market in Natural Gas Contracts 

The market for natural gas financial contracts is composed of a number of segments. 
Contracts for the future delivery of natural gas are traded on NYMEX, a designated 
contract market regulated by the CFTC. Contracts for natural gas are also traded in the 
OTC markets. These may be traded in direct, bi-lateral transactions between 
counterparties, through voice brokers or on electronic trading facilities. OTC contracts 
may be settled financially or through physical delivery. Financially-settled OTC 
contracts often are settled based upon NYMEX settlement prices and physically delivered 
OTC contracts may draw upon the same deliverable supplies as NYMEX contracts, thus 
linking the various financial natural gas market segments economically. 



110 


4 

Increasingly, the price of natural gas in many supply contracts between suppliers and 
local distribution companies (“LDC”), including APGA members, is determined based 
upon monthly price indexes closely tied to the monthly settlement of the NYMEX futures 
contract. Accordingly, the futures market serves as the centralized price discovery 
mechanism used in pricing these natural gas supply contracts. Generally, futures markets 
are recognized as providing an efficient and transparent means for discovering 
commodity prices.' However, any failure of the futures price to reflect fundamental 
supply and demand conditions results in prices for natural gas that are distorted and 
which do not reflect its true value. This has a direct effect on consumers all over the 
U.S., who as a result of such price distortions, will not pay a price for the natural gas that 
reflects bona fide demand and supply conditions. If the futures price is manipulated or 
distorted, then the price a consumer pays for the fuel needed to heat their home and cook 
their meals will be similarly manipulated or distorted. 

Regulatory Oversight 

NYMEX, as a designated contract market, is subject to pervasive oversight by the CFTC. 
The primary tool used by the CFTC to detect and deter possible manipulative activity in the 
regulated futures markets is its large trader reporting system. Using that regulatory framework, 
the CFTC collects information regarding the positions of large traders who buy, sell or 
clear natural gas contracts on NYMEX. The CFTC in turn makes available to the public 
aggregate information concerning the size of the market, the number of reportable 

' See the Congressional findings in Section 3 of the Commodity Exchange Act, 7 U.S.C. §I et seq. (“Act”). 
Section 3 of the Act provides that, “The transactions that are subject to this Act are entered into regularly in 
interstate and international commerce and are affected with a national public interest by providing a means 
for . . . discovering prices, or disseminating pricing information through trading in liquid, fair and 
financially secure trading facilities,” 
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positions, the composition of traders (commerciaVnon-commercial) and their 
concentration in the market, including the percentage of the total positions held by each 
category of trader (commercial/non-commercial). 

The CFTC also relies on the information from its large trader reporting system in its 
surveillance of the NYMEX market. In conducting surveillance of the NYMEX natural 
gas market, the CFTC considers whether the size of positions held by the largest contract 
purchasers are greater than deliverable supplies not already owned by the trader, the 
likelihood of long traders demanding delivery, the extent to which contract sellers are 
able to make delivery, whether the futures price is reflective of the cash market value of 
the commodity and whether the relationship between tbe expiring future and the next 
delivery month is reflective of the underlying supply and demand conditions in the cash 
market.^ 

Although the CFTC has issued “special calls” to one electronic trading platform, and that 
platform reportedly has determined to voluntarily provide the CFTC with information on 
traders’ large positions,^ the CFTC’s large trader reporting surveillance system does not 
routinely reach traders’ large OTC positions. Despite the links between prices for the 
NYMEX futures contract and the OTC markets in natural gas contracts, this lack of 
transparency in a very large and rapidly growing segment of the natural gas market leaves 
open the potential for participants to engage in manipulative or other abusive trading 
strategies with little risk of early detection and for problems of potential market 

^ See letter to the Honorable Jeff Bingaman from the Honorable Reuben Jeffery III, dated February 22, 
2007. 

’«,at7. 
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congestion to go undetected by the CFTC until after the damage has been done to the 
market, ultimately costing the consumers or producers of natural gas. It simply makes no 
sense to have transparency with respect to one segment of the market and none with 
respect to another, particularly given that the OTC markets are one of the fastest growing 
sectors of the natural gas marketplace and are linked to pricing on the regulated futures 
market in natural gas. 

Amaranth Advisors LLC 

Last year’s blow-up of the Amaranth Advisors LLC and the impact it had upon prices 
exemplifies these linkages and the impact they can have on natural gas supply contracts 
for LDCs. Amaranth Advisors LLC was a hedge fund based in Greenwich, Connecticut, 
with over $9.2 billion under management. Although Amaranth classified itself as a 
diversified multi-strategy fund, the majority of its market exposure and risk was held by a 
single Amaranth trader in the OTC derivatives market for natural gas. 

Amaranth reportedly accumulated excessively large long positions and complex spread 
strategies far into the future. Amaranth’s speculative trading wagered that the relative 
relationship in the price of natural gas between summer and winter months would change 
as a result of shortages which might develop in the future and a limited amount of storage 
capacity. Because natural gas cannot be readily transported about the globe to offset 
local shortages, the way for example oil can be, the market for natural gas is particularly 
susceptible to localized supply and demand imbalances. Amaranth’s strategy was 
reportedly based upon a presumption that hunicanes during the summer of 2006 would 
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make natural gas more expensive in 2007, similar to the impact that hurricanes Katrina 
and Rita had had on prices the previous year. As reported in the press, Amaranth held 
open positions to buy or sell tens of billions of dollars of natural gas. 

As the hurricane season proceeded with very little activity, the price of natural gas 
declined, and Amaranth lost approximately $6 billion, most of it during a single week in 
September 2006. The unwinding of these excessively large positions and that of another 
previously failed $430 million hedge fund — MotherRock — further contributed to the 
extreme volatility in the price of natural gas. 

Many natural gas distributors locked-in prices prior to the period Amaranth collapsed at 
prices that in hindsight were elevated due to the accumulation of Amaranth’s positions. 

In the case of the Municipal Gas Authority of Georgia, Amaranth’s activities had a 
significant impact on the price we, and ultimately our members’ customers, paid for 
natural gas. To reduce volatility and mitigate additional price spikes on supplies of 
natural gas, the Gas Authority’s hedging procedures required that we hedge part of our 
2006-2007 winter natural gas in the spring and summer of 2006. In the spring of 2006 
we knew natural gas prices were still extremely high, but it would have been 
irresponsible if we were to gamble and not hedge a portion of our winter gas in the hope 
that prices would eventually drop. As a result, we hedged half of our winter gas prior to 
September 2006. By hedging earlier in 2006 when natural gas prices were high as a 
result of Amaranth’s market activities, our members incurred hedging losses of $18 
million over the actual market prices during the winter of 2006-07. The Gas Authority’s 
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members were forced to pay an $ 1 8 million premium and pass it through to their 
customers on their gas bills as a result of the excess speculation in the market by 
Amaranth and others. 


The lack of OTC transparency and extreme price swings surrounding the collapse of 
Amaranth leave bona fide hedgers reluctant to participate in the markets for fear of 
locking-in prices that may be artificial. 

Greater Transparency Needed 

Our members, and the customers served by them, do not believe there is an adequate 
level of market transparency under the current system. This lack of transparency leads to 
a growing lack of confidence in the natural gas marketplace. Although the CFTC 
operates a large trader reporting system to enable it to conduct surveillance of the futures 
markets, it cannot effectively monitor trading if it receives information concerning 
positions taken in only one segment of the total market. Without comprehensive large 
trader position reporting, the government is currently handicapped in its ability to detect 
and deter market misconduct. If a large trader acting alone, or in concert with others, 
amasses a position in excess of deliverable supplies and demands delivery on its position 
and/or is in a position to control a high percentage of the deliverable supplies, the 
potential for market congestion and price manipulation exists. Unless Congress moves 
forward to enable the CFTC to increase transparency with respect to OTC contracts, 
agreements or transactions in natural gas, the government will continue to be woefully 
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unprepared to: (1) detect a problem until it is too late; (2) protect the public interest; and 
(3) ensure the price integrity of the markets, thus impairing our ability as a nation to 
maintain the flow and deliverability of a fundamental fuel. 

Over the last several years, APGA has pushed for a level of market transparency in 
financial contracts in natural gas that would routinely, and prospectively, permit the 
CFTC to assemble a complete picture of the overall size and potential impact of a trader’s 
position irrespective of whether the positions are entered into on NYMEX, on an OTC 
trading platform or through bi-lateral or voice-brokered OTC transactions. Such a 
comprehensive large trader reporting system would have enabled the CFTC to spot the 
relative size of Amaranth’s OTC position prior to its collapse. A comprehensive large 
trader reporting system would enable the CFTC, while a scheme is unfolding, to 
determine whether a trader is using the OTC natural gas markets to comer deliverable 
supplies and manipulate the price in the futures market."* A comprehensive large trader 
reporting system would also enable the CFTC to better detect and deter other types of 
market abuses, including for example, a company making misleading statements to the 
public or providing false price reporting information designed to advantage its natural gas 
trading positions, or a company engaging in wash trading by taking large offsetting 
positions with the intent to send misleading signals of supply or demand to the market. 
Such activities are more likely to be detected or deterred when the government is 
receiving information with respect to a large trader’s overall positions, and not just those 
taken in the regulated futures market. 

* See e.g. U.S. Commodity Futures Trading Commission v. BP Products North America, Inc., Civil Action 
No. 06C 3503 (N.D. III.) filed June 28, 2006. 
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The need to provide the CFTC with additional surveillance tools is not meant to imply 
that the CFTC has not been vigilant in pursuing wrongdoers. Experience tells us that 
there is never a shortage of individuals or interests who believe they can, and will attempt 
to, affect the market or manipulate price movements to favor their market position. The 
fact that the CFTC has assessed over $300 million in penalties, and has assessed over $2 
billion overall in government settlements relating to abuse of these markets affirms this. 
These efforts to punish those that manipulate or otherwise abuse markets are important. 
But it must be borne in mind that catching and punishing those that manipulate markets 
after a manipulation has occurred is not an indication that the system is working. To the 
contrary, by the time these cases are discovered using the tools currently available to 
government regulators, our members, and their customers, have already suffered the 
consequences of those abuses in terms of higher natural gas prices. Greater transparency 
with respect to traders’ large positions, whether entered into on a regulated exchange or 
in the OTC markets in natural gas will provide the CFTC with the tools to detect and 
deter potential manipulative activity before our members and their customers suffer harm. 

Accordingly, APGA has petitioned Congress to pass legislation that would expand the 
large trader reporting system to mandate the reporting of positions held in financial 
contracts for natural gas in all segments of the market. Specifically, we believe that large 
traders should report their positions regardless of whether they are entered into on 
designated contract markets, on trading platforms, in the voice-brokered or in bilateral 
OTC markets. This would treat all trading positions in natural gas contracts equally in 
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terms of reporting requirements. Extending large trader reporting to OTC natural gas 
positions and to positions entered into on electronic trading platforms will provide the 
CFTC with a complete picture of the natural gas marketplace and ensure that the cop on 
the beat has the tools necessary to be effective. 

Greater Transparency is a Reasonable Response to Conditions in the Natural Gas 
Market. 

It is important to note that the APGA’s proposal is narrow in scope. First, APGA is 
requesting a comprehensive large trader reporting system only with respect to financial 
contracts, agreements and transactions in natural gas. The legislation that APGA is 
seeking is not intended to, and would in no way effect financial swaps. Natural gas 
contracts are more susceptible to manipulation than other commodities or instruments 
because the deliverable supply of natural gas is often small relative to the size of the 
derivatives positions held by large traders and, as mentioned previously, natural gas is 
constrained by the manner in which it can be delivered. These conditions do not 
necessarily pertain to other commodities or instruments which are “exempt commodities” 
under the Act^ and they most certainly do not pertain to contracts, agreements or 
transactions in the “excluded commodities” under the Act. ^ Accordingly, it must be 
emphasized that APGA’s proposal is limited to contracts in natural gas. It would have no 
effect with respect to the OTC markets in financial swaps or in any other contracts, 
agreements or transactions on an “excluded commodity” or in any “exempt commodity” 

’ “Exempt commodities” are defined in Section la(14) of the Act as, “a commodity that is not an excluded 
commodity or an agricultural commodity.” Thus, for example, exempt commodities include other energy 
commodities and base and precious metals. 

‘ “Excluded commodities” are defined in Section la(13) of the Act and include interest rates, currency, 
indexes and various other types of financial instruments or interests. 
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other than natural gas. Moreover, APGA’s proposal with respect to contracts, 
agreements or transactions in natural gas is merely a reporting requirement and would not 
impose any regulatory requirements with respect to such transactions. 

Second, the CFTC’s large trader reporting system would not in any way result in the 
public release of information relating to an individual entity’s trading positions. 
Information collected through the CFTC’s large trader reporting system is used for the 
government’s market surveillance purposes only and is kept confidential by the CFTC in 
accordance with Section 8 of the Act. Any information which is made publicly available 
by the CFTC, as described above, is on an aggregated basis and does not disclose 
individual trading positions. APGA is not advocating a change in this practice. 

Finally, although some have raised concerns about the costs of expanding the large trader 
reporting system, we believe the costs would be reasonable. Insofar as the CFTC’s large 
trader reporting system is already operational, the CFTC will not be creating an entirely 
new program to collect this information. In addition, large traders, such as those which 
would be required to report to the CFTC, will likely have automated recordkeeping 
systems for their own internal risk management purposes that could be adapted for the 
purpose of reporting positions to the CFTC. Finally, as discussed above, certain trading 
platforms have already taken steps to make information available to the CFTC. 
Accordingly, APGA believes that the costs of a comprehensive large trader reporting 
system for natural gas would be reasonable and are far outweighed by the benefits in 
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terms of helping assure consumers that the market price is a reflection of appropriate 
market forces. 

iK 4: 34c 

Natural gas is a lifeblood of our economy and millions of consumers depend on natural 
gas every day to meet their daily needs. It is critical that the price those consumers are 
paying for natural gas comes about through the operation of fair and orderly markets and 
through appropriate market mechanisms that establish a fair and transparent marketplace. 
Without giving the government the tools to detect and deter manipulation, market users 
and consumers of natural gas who depend on the integrity of the natural gas market 
cannot have the confidence in those markets that the public deserves. The current 
situation is not irreversible. Congress can provide American consumers with the 
protection they deserve by passing legislation that would expand the CFTC’s large trader 
reporting requirements to include financial contracts for natural gas that are currently 
exempt from reporting. APGA and its approximately 700 public gas system members 
stand ready to work with you towards accomplishing that goal. 
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“THE EFFECT OF EXCESSIVE SPECULATION” 

JUNE 25, 2007 

Chairman Levin and Ranking Member Coleman, thank you for the opportunity to testify 
before this subcommittee on the important issue of excessive speculation in the natural 
gas market. 

The Industrial Energy Consumers of America (lECA) is a non-profit trade association 
whose membership are significant consumers of natural gas and fi'om every major energy 
intensive manufacturing sector. Corporate board members are top energy procurement 
managers who are leaders in their industry, technical experts, strongly committed to 
energy efficiency and environmental progress. lECA membership represents a diverse 
set of industries including: plastics, cement, paper, food processing, aluminum, 
chemicals, fertilizer, brick, insulation, steel, glass, industrial gases, pharmaceutical, 
construction products, automotive products, and brewing. 

At the heart of the matter is that every consumer in the country assumes that the 
government is protecting their interests and that markets are working and operating with 
a level playing field. Neither is true. The Commodities Futures Trading Commission 
(CFTC) knows there are significant market oversight gaps and have failed to act in the 
public interest. There is excessive speculation but we can deal with it ‘if we have 
transparency for the regulators to monitor the size of the natural gas volumes that any one 
player is controlling. 

We believe that markets work better when market participants know there is strong 
government oversight that has the ability to catch and severely penalize market 
manipulation. Unfortunately there is neither sufficient government oversight nor 
sufficient penalties to deter manipulation. 

All market inefficiencies are paid for by us, the consumer. And, even a relatively small 
increase in the price of natural gas such as $0.25 cents, amount to significant cost impact 
of S5.5 billion over the course of a year. And, unlike, many other commodities such as 
currencies or gold, excessive speculation of natural gas has a direct impact on all sectors 
of the economy including homeowners, farmers and the manufacturing sector. 

The subject of excessive speculation, market power and market manipulation first came 
to our attention in 2001 and has continued to grow in concern. The signs were obvious 
but because of the lack of transparency, we could never prove it. This all changed with 
the implosion of the Amaranth Advisors hedge fund. The fund reportedly lost $6.0 
billion on natural gas trades. The Wall Street Journal reported that Amaranth controlled 
at least 100,000 natural gas contracts which mean they controlled the equivalent of 1 
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trillion cubic feet of natural gas - the equivalent of 54 percent of our country’s monthly 
demand. Clearly, this looks like market power and market manipulation to a consumer. 

lECA member companies are some of the world’s largest consumers of natural gas. 
Natural gas is used as a feedstock and fuel. Member company competitiveness is 
impacted directly and indirectly from the price of natural gas and the functioning of 
natural gas markets. Indirectly, the price of natural gas is impacting the price of 
electricity across the country which further increases the cost impact of higher natural gas 
prices. 

For example, natural gas represents 85% of the cost of making anhydrous which is used 
to make fertilizer for our farmers. Much of our plastics today are made from either 
ethylene or propylene and a substantial portion of U.S. capacity is produced using natural 
gas as the feedstock. In this case 93% of the cost of ethylene and propylene is 
attrihutahle to the cost of natural gas. Most manufacturers use natural gas as a fuel for 
their boilers and to co-generate electricity and steam to operate their facilities. There is 
virtually no substitute. 

Member companies historically use hedging practices to protect themselves from 
volatility and to increase predictability of the purchase price of natural gas. Since 2001, 
volatility has significantly increased in large part due to excessive speculation which has 
also increased the cost to hedge. For example, using a ATR (Average True Range 15 
week moving average) and comparing May 2000 to June 2007, the volatility is up greater 
than 1 00%. If we compare May 2000 to the September 2006 (the time period after the 
Amaranth implosion) the volatility increased by 475%. Volatility is a manufacturer’s 
nightmare and a trader’s dream. Volatility makes it extremely difficult for manufacturers 
to plan product pricing, capital expenditures and plant operations. 

It is now a well known fact that Amaranth continued to increase the volume of natural 
gas they controlled on the NYMEX and Inter Continental Exchange (ICE) during the 
spring and summer of 2006. Doing so resulted in higher prices than what would have 
otherwise been the case. National inventories at the time were above the five year 
average and domestic production was stable. It is impossible for anyone to accurately 
determine the premium consumers paid because of Amaranth. However, we can provide 
perspective. 

We can assume that had Amaranth not continued to increase their control of the price by 
continuing to add to their positions, market conditions would have driven the price lower. 
In fact, after Amaranth collapsed, so did the price of natural gas. In September 2006, the 
price was $6.81 per mm Btu and after the Amaranth collapse the price fell in October 
2006 to $4.20 per mm Btu, a $2.61 difference. If we assume that only one dollar of the 
$2.61 price was due to Amaranth, it would have cost consumers an estimated $9 billion 
over the time period of April thru August of 2006! 

The clear responsibility of the CFTC is to ensure that the natural gas market is 
functioning efficiently, fairly and that the derived market price is trustworthy. That is. 


2 



122 


without manipulation. They cannot succeed in doing so without greater jurisdiction to 
provide oversight of both the NYMEX and ICE. It is well known to all market 
participants that because CFTC has oversight of NYMEX and requires large players to 
report their positions to the “Commitment of Trader Report”, that traders have moved 
much of their trading volumes to ICE where there is no reporting. Without jurisdiction 
over ICE, it is impossible for the CFTC to either reduce excessive speculation or make 
sure that market power and market manipulation does not occur. 

The CFTC has known for a long time that a significant oversight gap exists. Because the 
Chairman of the CFTC has not stepped forward to say there is a problem should raise 
serious questions by Congress. Why aren’t they responsive to the public interest and why 
haven’t they brought these concerns to the Congress? Is a change in their charter 
necessary? 

At least one CFTC commissioner has said there is a problem. Below are the remarks of 
CFTC Commissioner Michael V. Dunn before the National Grain Trade Council on 
September 8, 2006. 

"However, a large portion of energy trading occurs in the over-the-counter market, 
mostly beyond the scrutiny of any federal agency. The Commission 's enforcement 
actions continue to uncover repeated examples of people and companies trying to game 
the energy markets, often in the belief that no one is watching, or that if someone is, there 
is nothing that can be done to them. " 

“Because the CFTC is barred from regulating the OTC energy markets, it cannot collect 
large trader data from unregulated energy markets, or conducting regular surveillance of 
them. It is virtually impossible to know, therefore, the extent of fraud and manipulation 
that may be occurring in the over-the-counter markets. ” 

CFTC opines it has subpoena power. It does. But that is not the type of government 
oversight that is needed. Subpoena power is used after the damage to markets has 
already been done. We want a preemptive approach that effectively monitors markets 
and prevents manipulation. 

lECA recommends that at minimum, CFTC have oversight of both the NYMEX and ICE 
and require large traders to report their positions weekly to the Commitment of Traders 
Report. We also recommend Congress increase the funding to the CFTC for enforcement 
purposes. 

Asking only Targe traders’ to report their position to the CFTC, just like the NYMEX 
does today, is not asking too much of these companies. These same companies do ‘mark- 
to-market’ position accounting at the end of each trading day for internal reasons anyway. 
This is not asking much when the public trust is at stake. Thank you. 
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Honorable Chairman Levin, Ranking Member Coleman and distinguished members of 
the committee, thank you for the invitation to testify before you today. I appreciate the 
opportunity to provide some insight on the way that excessive speculation and volatility 
on the energy commodity markets has impacted small business fuel dealers and the 
American energy consumer. I trust that my many years of experience in the industry will 
help shed light on this issue and assist you in your policy-making and oversight 
endeavors. 


I currently serve the Petroleum Marketers Association of America (PMAA) as its 
Northeast Regional Chair. PMAA is a national federation of 45 states and regional 
associations representing some 8,000 independent fuel marketers that collectively 
account for approximately half of the gasoline and 80 percent of the heating oil sold in 
the United States. 


I am also President of the New England Fuel Institute (NEFI), a 60-year-old regional 
trade association located just outside Boston, and as such, I am here representing well 
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over 1,000 fuel dealers and related services companies located throughout Maine, New 
Hampshire, Vermont, Massachusetts, Connecticut and Rhode Island. NEFI member 
companies deliver 40 percent of the nation’s home heating oil, and many also market 
bioheat, biodiesel, propane, kerosene, jet fuel, diesel fuel and gasoline. 

I am Co-Owner and President of one of those companies, Cota &Cota, Inc. of Bellows 
Falls, Vermont. Cota & Cota is a third generation family-owned and operated home 
heating fuel provider in southern Vermont and western New Hampshire and has helped to 
keep New Englanders warm for over 60 years. Unlike larger energy companies, heating 
fuels dealers like me are mostly small, second and third generation family-run businesses. 
Also unlike larger energy companies, we deliver heating fuel directly to American homes 
and small businesses, and therefore have developed close relationships with our 
customers, their families, and our local communities. 

Just to give you an idea of the size of heating fuel providers, the average heating fuel 
dealer has approximately 4,0 1 6 heating oil customers and delivers approximately 3 .3 
million gallons per year, and those selling propane average about 1,900 customers and 
789,000 gallons per year. Most companies are small, many family owned, and most full 
service fuel companies average just over thirty employees. ' In a joint NEFI-PMAA 
member survey of heating fuel providers earlier this year, excessive volatility and the 
need for greater transparency and accountability in the energy commodity markets ranked 
as the number one public policy concern for our member companies. 


' Information courtesy the “2006 Oilheat Survey," Gray Gray & Gray, LLP, Westwood, MA, 2006. 
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Energy consumers are affected by excessive speculation and price volatility in the energy 
commodity markets in profound ways. When excessive speculation and volatility result 
in astronomical prices for gasoline and other motor vehicle fuels, Americans can simply 
choose not to fuel their car or truck. This may have devastating consequences for our 
nation’s economy, businesses, and lifestyle. But when heating oil, natural gas and other 
heating fuels skyrocket to unprecedented levels, it places at risk the health and welfare of 
Americans families - especially low income and elderly households - who rely on these 
products to heat their homes and keep warm. Additionally, unexpected spikes in heating 
fuel prices can strain the credit lines of small business fuel dealers (and their lenders), and 
make it more difficult for them to buy the fuel they need, when they need it. According 
to NEFI estimates, market conditions have increased the credit requirements of heating 
oil dealers three-fold in the past ten years as the cost of fuel to the dealers has risen and 
consumer ability to pay within terms has declined. 

We and our customers need our public officials, including those in Congress and on the 
Commodity Futures Trading Commission (CFTC), to look after us and take a stand 
against profiteering traders and hedge fund managers that seek to artificially inflate prices 
for their own personal gain. We deserve to be made aware - in fact we deserve to know - 
the truth behind what is driving these prices, especially pertinent market forces that might 
be contributing to volatility and price spikes. 

In the winter of 2005-2006, much of the country, especially in the Northeast, the National 
Oceanic and Atmospheric Administration (NOAA) reported state average temperatures in 
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the coldest regions of the nation running significantly higher than normal (figure 1, 
below). 

Figure 1 


Dec 2005-May 2006 Statewide Ranks 
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Additionally, the Energy Information Administration repeatedly reported that national 
stocks of distillate fuel oil remained high as a result of the decreased demand due to the 
warm weather. However, despite the warm weather, decreased demand and high 
inventories of these fuels, heating oil prices remained high, with New York Harbor spot 
prices averaging $1 .82 per gallon throughout the season.^ In an effort to find the cause of 
this anomaly, the New England Fuel Institute commissioned a study to find the root cause 
of the market’s strange behavior in light of these facts. However they ran up against a 
wall because of the inability to gather the data needed on over-the-counter trades, upon 
which a majority of price setting activities occur. Without this valuable information, the 
report remained incomplete. 

^ ‘Ttew York Harbor No. 2 Heating Oil Spot Prices History,” Department of Energy, Energy Information 
Administration. 
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The reason, we were surprised to find out, was that the principle regulatory body 
responsible for collecting data and policing the energy commodity markets, the CFTC, 
was not collecting the data due to a series of legislative and regulatory loopholes 
exempting over-the-counter exchanges and foreign boards of trade with U.S. destined 
contracts from federal oversight.^ It is upon these “Dark Exchanges” that traders may be 
tempted to engage in dubious and manipulative trading practice, free from the reach of 
U.S. regulators. 

Do not be mistaken. We do not oppose the free exchange of commodity futures on open, 
well regulated and transparent exchanges that are subject to the rale of law and 
accountability. In my own company, for example, I rely on these markets to hedge my 
product for the benefit of my consumers. In an effort to protect my customer against 
roller-coaster-like price volatility on the energy commodity exchanges, I engage in 
hedging activities. 

My Grandparents began our company and serving the community with heating fuels in 
1941. We have been offering fixed price programs to our customers for the past two 
decades. At first, we filled our fuel storage in the summertime and sold those gallons to 
our customers until we ran out of those gallons. However, my storage, although large by 
industry standards, is still very limited. We have available six days of January supply in 
storage capacity. 

’ These “legislative and regulatory loopholes” were outlined by this eommittee in last year’s extensive and 
bipartisan report on excessive speculation in the energy commodity markets, “The Role of Market 
Speculation in Rising Oil and Gas Prices: A Need to Put the Cop Back on the Beat,” June 27, 2006. 
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It quickly became apparent, due to customer demand, that we would need a different 
method of providing fixed price programs. It was at that time that we began to enter into 
New York Mercantile Exchange (NYMEX) based futures contracts with our suppliers so 
that we could continue to offer these programs to our customers. These independent 
suppliers of wholesale fuels would purchase NYMEX contracts for future delivery and, 
in turn, resell these contracts to me after a profit was added. This is the current system in 
which we continue to financially hedge heating fuels for our customers. This is typical 
for the industry. 

Because heating demand is a bell curve where January is much colder than other months, 
customers buy a single annual contract from me while I, in turn, purchase ten NYMEX 
monthly contracts to match temperature and demand. Because my minimum hedge is ten 
contracts, or 420,000 gallons, with the typical customer purchasing 900 gallons per year, 

I hedge for approximately 450 customers at a time. 

There have been significant changes in the behavior of the market since we first began 
purchasing NYMEX based contracts, the largest of which is market volatility. 
Traditionally, when we purchased futures contracts the coldest winter month, January, 
was more expensive than the warmest summer month of August. The rate of difference 
was usually something slightly larger than the interest cost of money. The past few years 
we have seen the difference between the summer months and the winter month, 
(“contango” or “carry”) be as high as 23 cents per gallon. 
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Up until about four years ago, it would have been abnormal to have a daily move in the 
market of larger than one half (1/2) of a cent. Today it is typical to see five cent daily 
moves and moves as high as 12 cents. In recent years we have witnessed energy market 
moves of more than one dollar per gallon. We use to offer insurance programs as an 
alternative to fixed pricing for our customers. These “option-” based programs have had 
the highest increase in volatility. Four years ago we were able to purchase an "at the 
money," "put" and "call" at a reasonable cost for our customers. This transaction would 
enable customers to be protected if prices went up or down from the current price. Four 
years ago my cost on this type of transaction for a January contract purchased in the 
summer would have been between 4 and 6 cents per gallon. Today that same program 
would cost me in the area of 40 cents per gallon. We have seen it as high as 50 cents per 
gallon. 

Currently, these fixed price programs make up 70 percent of my total sales, 
approximately 65 percent of which is heating oil, 30 percent is propane, and five percent 
home heating kerosene. In a business that makes profit in cents per gallon, these are 
some of the reasons why it is much more difficult to continue to provide these fixed price 
programs to our customers. Unlike many players in the market, who make these 
commodity investments for pure financial gain, we, as an industry, are hedging directly 
for consumers. Consumers are being injured by these huge financial players speculating 


on the market. 
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The annual heating oil industry volume forU.S. consumption is approximately 8 to 10 
billion gallons per year. With ICE, NYMEX, other exchanges and derivative deals, I 
would not be surprised if the annual consumption is traded several times per day. 
Speculators are Important in our market; without them we would not be able to hedge 
future demand for our consumers. But with huge hedge funds and other speculators 
entering into the market, sometimes it seems to have the effect of an “elephant jumping 
into the bathtub.” 

The collapse of the Amaranth natural gas positions in August of last year is but one piece 
of a broader problem. My company and my customers are no longer subject to the 
market fundamentals that drove price discovery functions on the commodity markets in 
years past. American consumers and small businesses should be put on alert that prices 
are now set by greed and fear and manipulation on energy markets that are completely 
free of government oversight and accountability. This is the new reality of the world we 
live in, and this is real “price gouging” on a global scale. 

The Dark Exchanges are increasing in both number and reach. On June 1, 2007, the New 
York Mercantile Exchange opened a Dubai-based Mercantile Exchange and launched an 
Oman crude oil futures contract. The CFTC was quick to issue a “no-action letter” 
exempting the exchange from its oversight rules.'* And just a few weeks ago, the Atlanta- 
based (but U.K. -regulated) InterContinental Exchange (ICE) purchased “ChemConnect,” 
owner of the “Chalk Board,” an electronic trading platform, thus virtually adding an array 


* littD://www.cftc.gov/files/tm/letters/07leltcrs/tm07-06.Ddf (Accessed June 20, 2007) 
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of vital commodities, including propane, butane, and ethanol to its portfolio overnight.^ 
Members of the Committee will recall that ChemConnect is the platform upon which the 
CFTC last year accused BP of manipulating TET propane prices in the winter of 2004.® 

A potential increase in futures prices and volatility for propane, as a result of this 
transaction, is of concern to me because propane constitutes a significant portion of my 
business. 

Congress and enforcement authorities need to act now and reign in excessive speculation 
and out of control profiteering on the energy commodity markets. They need to show 
their constituents that they are serious about shining light on the Dark Exchanges. 

We recommend that Congress take the following actions... 

(1) Encourage the CFTC to revisit its use of “no-action” letters, which virtually 
exempt foreign boards of trade that allow electronic U.S. access to their 
platforms. 

(2) Investigate whether or not the Atlanta-based ICE intentionally established its 
operations in London to circumvent U.S. regulation. 

(3) Require that large position data collection requirements for all U.S. destined 
contracts of commodities essential to the health and welfare of American citizens, 
including heating oil, propane, and natural gas. 


’ “ICE Buys Commodity Unit of ChemConnect,” by Jeremy Grant, MSNBC, June 4, 2007. 
<http://www.msnbc.msn.eom/id/l 903351 6 > (Accessed June 20, 2007) 

^ “U.S. Commodity Futures Trading Commission Charges BP Products North America, Inc. with Cornering 
the Propane Market and Manipulating the Price of Propane,” CFTC Press Release, Washington DC, June 
28, 2006. 
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(4) Fully fund the CFTC to levels appropriate to upgrade infrastructure, data 
collecting capabilities and to meet necessary personnel requirements. 

(5) Encourage the CFTC to be more vigilant in its enforcement of its own data 
collection requirements and hold the Dark Exchanges to the same rule of law that 
is expected of Designated Contract Markets such as the NYMEX and the Chicago 
Mercantile Exchange (CME), 

(6) Continue to hold energy exchanges, financial firms, market traders and hedge 
fund managers to account; continue to conduct hearings and collect information in 
the years to come; and moreover, make every effort to educate your constituency 
- U.S. public - on the truth of this issue. 

I thank you again, Mr. Chairman, for this opportunity to share my insight into this issue. 

I am open to any questions that you might have. 
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Mr. Chairman and members of the Subcommittee, my name is Vincent Kaminski and I work 
currently at Rice University in Houston where I teach courses related to energy markets, energy 
derivatives and energy risk management. 

My testimony today will address some of the issues that you identified in your invitation letter to 
this hearing. Those issues deal with the organization of the US natural gas markets and the 
scope and consequences of excessive speculation I witnessed over the last few years in those 
markets. My opinions are based on 14 years of experience of working for energy trading 
operations, including merchant energy companies, an independent power producer, a hedge 
fund, and a very big financial institution. I have been also consulting recently for FERC, helping 
the staff to analyze market related issues. 

The Importance of Efficient Energy Markets 

The energy markets have undergone a fundamental transformation during the last 14 years I 
spent working in the merchant energy business. In 1992, the year in which I made a transition 
foDm a Wall Street fixed income business to energy trading, the markets for different energy 
commodities were relatively isolated, with limited linkages between different locations and 
physical products. Today, the landscape of the energy business is much different: 

1. Energy markets are evolving towards a highly integrated, global system, with shocks 
propagating across different local markets and markets for specific physical commodities 
at a very high rate and through rapidly changing transmission channels. A proverbial “rain 
in Spain" may affect natural gas prices in the United States and in the North Atlantic 
Basin. 

2. The energy markets represent a network of related physical, financial and credit markets, 
with very complex interactions and interdependencies. 

3. Price formation in the physical markets cannot be analysed in isolation from the financial 
markets and vice versa. Many physical transactions are hedged with derivative 
instruments (swaps, options, and swaptions) and the prices established in the physical 
markets are used as benchmarks for settlement of derivative transactions. 

4. The distinction between different types of trading platforms becomes increasingly fuzzy. 
Transactions that are structured as mirror images of the NYMEX contracts are traded 
actively on ICE and in the OTC markets. NYMEX Clearporl platform, a great contribution 
made by this exchange to the US energy markets, allows the transformation of a variety 
of OTC transactions into functional equivalents of the futures contracts. 

5. Techniques developed for the valuation of financial derivatives are increasingly used for 
the valuation of physical assets. 

6. Growing volatility and levels of energy prices have resulted in increased public 
awareness of the importance of energy markets and will increase the level of scrutiny 
these markets receive in the media. 

7. Energy markets are still relatively immature and are vulnerable to manipulation. The 
specific strategies may vary from market to market, but in recent years they have become 
more effective through the use of multiple trading platforms and leverage offered by 
derivative instruments. 

8. The US regulatory infrastructure had been lagging for a long time behind the evolution of 
the energy markets, and its fragmented and balkanized design did not recognize the 
accelerating integration of the merchant energy industry and complex interactions 
between the physical and financial markets. The Energy Policy Act of 2005 went a long 
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way to address and fix this problem but some imperfections still exist. The most serious 
challenge is the existence of blind spots in data collection about the volumes of 
transactions executed on the different trading platforms (ICE and OTC) that makes early 
detection of potential market abuses more difficult. 

In the coming years, the energy markets will be affected by growing demand pressures from the 
fast growing emerging economies and the necessity to access more costly supply alternatives. 
The upward pressures on prices will increase the importance of efficient and transparent energy 
markets as sources of information about the costs and relative scarcity of different energy 
commodities and benefits of alternative production technologies. Given growing Integration of the 
markets, any distortions of the price formation process will propagate and reverberate across the 
entire system and will affect both investment and consumption decisions. Well functioning energy 
markets will become ever more critical not only to the welfare of the US citizens but also to the 
energy security of the United States. The integrity of energy markets deserves the same level of 
protection as the pipelines, refineries, ports and other components of the physical infrastructure. 

The energy markets and the commodity markets in general, given their complexity and rapid 
transformation, are often vulnerable to market manipulation and the nature of manipulation 
changes over time as the markets evolve. Based on my experience in the industry I can identify 
several patterns of manipulation in the energy markets. 

1. Exploitation of market power that exists through the control of physical assets and / or physical 
supply. The most obvious example is withholding physical supply from the market or denying 
access to storage and transportation facilities to the other market players. The critical aspect of 
this form of manipulation is that even a relatively small company can acquire local market power 
by exploiting rigidities and imperfections of the physical infrastructure. Any rational manipulator 
will try to influence the market outcome under the conditions of low inventories and supply 
disruptions, which in turn will offer a convenient excuse for any subsequent increase in prices. 

2. Very aggressive rapid fire and large volume trading close to specific contract expiration time in 
certain markets which are used as benchmarks for settlement of derivative contracts which can 
be established in other parts of the market, subject to very limited and partial regulatory scrutiny. 
For example, a company may take a huge position in the OTC derivatives or ICE derivatives with 
a cash settlement based on a monthly natural gas index, and then engage in massive trading in 
the market which sets the index, minutes away from the end of trading, when the volume dries 
up. One of the most important markets, critical from the point of view of price discovery, is the 
NYMEX natural gas contract and I will make additional comments on this subject later. 

3. Abuse of obsolete and balkanized regulatory infrastructure, which uses different levels of 
oversight and routine data collection for different segments of the markets. In the past, the design 
of the regulatory system relied on the false distinction between the physical and financial markets, 
which failed to recognize the growing integration of the energy markets and interactions and 
linkages between these two markets. The regulatory system could be compared to an 
arrangement under which state troopers are authorized to chase red cars and the local police are 
allowed to chase green cars. If a car is painted red on one side and green on the other, we would 
have had endless debates over jurisdiction. A red car with green polka dots would be probably 
allowed to speed at will. These flaws have been addressed to a large extent in the last few years 
but, to use my speed limits analogy one more time, many sections of the highways are still not 
patrolled on a regular basis. Some trading platforms are exempted from the same, or similar, 
reporting requirements as NYMEX, to the disadvantage of this exchange. 

4. Submission of false price reports to the newsletters publishing price indices. This form of 
manipulation, at some point in time endemic in the energy markets, has been stopped due to the 
efforts of the FERC Market Oversight and Investigations unit. 
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5. Dissemination of rumors, false news, etc. This form of manipulation is as oid as the markets 
and will never be fully eradicated. 

Some market manipulators will combine different types of strategies. For example, they can take 
a position in options, exploiting the advantages of leverage inherent in these instruments, and 
then push the market, through aggressive trading or by spreading rumors, in the desired 
direction. A significant change in market prices starts a process that feeds on itself. The stop 
loss orders are triggered and the option sellers rebalance their hedge positions, engaging in the 
so-called delta trades. Such forms of manipulation are difficult to track down because they span 
multiple trading platforms. 

NYMEX Trading 

Ability to manipulate a market is a combination of the specific market design (market 
microstructure) and financial resources of an entity engaging in market manipulation. In the case 
of natural gas NYMEX contracts, the settlement price of an expiring contract is determined as a 
weighted average of the transaction prices taking place during the last 30 minutes of trading 
between 14:00:00 and 14:30:00 EST. Based on my experience and years of immersion in energy 
business, the trading on the last 30 minutes of trading on the expiration day is often characterized 
by a very high concentration of trading volumes on both the buy and sell side, with more 
concentration observed on the buy side. In other words, a few big players tend to dominate the 
markets. Most of the big players accounting for the significant percentage of volumes represent 
pure financial players who are unable to take their positions to physical delivery, either at Henry 
Hub, or at other locations (through ADPs or EFPs). In my view, many of the high volume players 
are transacting in their own proprietary accounts, and not on behalf of clients. A high degree of 
volume concentration on the buy side produces an upward pressure on prices which can be on 
some occasions offset by the countervailing pressure of highly concentrated selling. 


The Consequet)cas of Excessive Speculation 

A market based exclusively on speculation is not viable in the long run. In the long run, a healthy 
and sustainable market requires active participation of the end-users and producers of energy. 
The market makers make money by selling financial instruments used for risk management and 
by assisting the physical players in management of the supply and distribution chains. Excessive 
speculation crowds out the natural hedgers from the market. This happens for a number of 
reasons but the most important factor is related to the practices used by the industry in 
management of credit risk. A hedging entity that incurs losses on its hedge positions (which may 
cover a period of a few years) has to post collateral equal to the entire unrealized hedging loss (or 
a significant part of it), the unrealized loss incurred across the entire time interval of the hedge 
and resulting from the changes across the entire spectrum of the forward prices. Of course, the 
hedging loss is offset (if the hedge is well designed) by the gains related to the hedged item. The 
problem is that the gains on the underlying position are realized one day at a time, and the 
collateral has to be posted for the entire time horizon of the hedge. The cash flow consequences 
of the hedges are amplified by increased price volatility and produce adverse consequences in 
the US energy industry. Sudden request for additional collateral when forward prices become 
distorted through market manipulation may result in a liquidity crisis and a forced liquidation of the 
hedges, which transforms unrealized losses into realized losses. As a result, many firms 
abandon hedging as a corporate policy or negotiate credit facilities with their financial institutions 
which extend automatic loans to allow their clients to meet collateral requirements. In either 
case, this Is not an optimal outcome: the result Is a financially weakened entity, either with a 
higher level of debt or no hedges. 
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What Can Be Done? 

The efficiency and transparency of the US energy markets can be increased without sacrificing 
the risk taking culture and the spirit of innovation. The critical element of the market reform is, in 
my view, an improved access to information. Such initiatives may be initially opposed by many 
industry participants but in the long run the industry will benefit from them. Less opaque markets 
grow and flourish in the long run, as evidenced by the example of the NASDAQ market. My 
recommendations include: 

1 . Regular reports of large transactions executed in the OTC markets comparable to the 
weekly reports of the NYMEX futures positions compiled by the CFTC 

2. Elimination of the “Enron exemption” that currently limits the extent of the CFTC oversight 
over important and growing segments of the energy markets 

3. Regular reports of trading activity on the ICE exchange, available to the trading 
community 
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My name is Michael Greenberger. 

I want to thank the committee for inviting me to testify on the important issue that 
is the subject of today’s hearings. 

After nearly 24 years in private legal practice, I served as the Director of the 
Division of Trading and Markets (“T&M”) at the Commodity Futures Trading 
Commission (“CFTC”) from September 1997 to September 1999. In that capacity, I 
supervised approximately 135 CFTC personnel in CFTC offices in DC, New York, 
Chicago, and Minneapolis, including lawyers and accountants who were engaged in 
overseeing the Nation’s futures exchanges. During my tenure at the CFTC, I worked 
extensively on regulatory issues concerning exchange traded energy derivatives, the legal 
status of over-the-counter (“OTC”) derivatives, and the CFTC authorization of 
computerized trading of foreign exchange derivative products on computer terminals in 
the United States. 

While at the CFTC, I also served on the Steering Committee of the President’s 
Working Group on Financial Markets (“PWG”). In that capacity, I drafted, and oversaw 
the drafting of, portions of the April 1999 PWG Report entitled “Hedge Funds, Leverage, 
and the Lessons of Long-Term Capital Management,” which recommended to Congress 
regulatory actions to be taken in the wake of the near collapse of the Long Term Capital 
Management (“LTCM”) hedge fund, including Appendix C to that report which outlined 
the CFTC’s role in responding to that near collapse. As a member of the International 
Organization of Securities Commissions’ (“IOSCO”) Hedge Fund Task Force, 1 also 
participated in the drafting of the November 1999 IOSCO Report of its Technical 
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Committee relating to the LTCM episode; “Hedge Funds and Other Highly Leveraged 
Institutions.” 

After a two year stint between 1999 and 2001 as the Principal Deputy Associate 
Attorney General in the U.S. Department of Justice, I began service as a Professor at the 
University of Maryland School of Law. At the law school, I have, inter alia, focused my 
attention on futures and OTC derivatives trading, including academic writing and 
speaking on these subjects. I have also served as a media commentator on the role of 
unregulated financial derivatives in recent major financial scandals, including the failure 
of Enron and the now infamous Western electricity market manipulation of 2001-2002 
caused by market manipulation of Enron and others. Besides addressing these issues in a 
variety of commercial and financial regulatory law courses, I have designed and now 
teach a course entitled “Futures, Options, and Derivatives,” in which the collapse of the 
hedge fund Amaranth Advisors LLC (“Amaranth”) is featured as a case study of the way 
in which unregulated or poorly regulated futures and derivatives trading cau.ses 
dysfunctions within those markets and within the U.S. economy as a whole, including 
causing the needlessly high prices which energy consumers now pay because of 
excessive speculation and illegal manipulation within unregulated OTC energy 
derivatives markets. 

The Permanent Subcommittee on Investigations (“PSP’) is to be congratulated on 
its excellent work in shedding light on these opaque markets and on the substantial 
economic damage that the lack of regulation has caused America’s energy consumers. 
The bipartisan June 2006 PSI staff report. The Role of Market Speculation in Rising Oil 
and Gas Prices: A Need to Put the Cop Back on the Beat, ' is the most complete analysis 
of the manner in which excessive speculation in the oil and gasoline futures and 
derivatives markets is, by the estimation of many prominent analysts, almost certainly 
adding approximately 20% to the prevailing price of crude oil, which was in June 2006 
(and which is again today) hovering in the $70 per barrel range - a price that far exceeds 
the approximately $18 a barrel price as recently as January 2002.^ 

The authors of that June 2006 report were quick to recognize, however, that that it 
was based only on publicly available information and that the staff therefore had “gaps in 
available market data.”^ Those kinds of gaps were eliminated in the bipartisan report 
released by the PSI staff today; “Excessive Speculation in the Natural Gas Market."'^ 
Today’s report is the result of accessing all encompassing data pertaining to the natural 
gas futures and derivatives markets, including the analysis of “millions of natural gas 


' Permanent Subcommittee on Investigations of the Committee on Homeland Security and Governmental 
Affairs, THE Role of Market Speculation In Rising Oil and Gas Prices: a Need to Put the Cop 
Back on ihe Beat (June 27, 2006) [hereinafter Permanent Subcomm. June 2006 Report], 

^ Jad Mouawad & Heather Timmon, Trading Frenzy Adds to Jump in Price of Oil, N.Y. Times, Apr. 29, 
2006, at A i . 

’ Permanent Subcomm. June 2006 Report, supra note 1, at p. 6. 

Permanent Subcommittee on Investigations of the Committee on Homeland Security and Governmental 
Affairs, Excf.ssive Speculation in the Natural Gas Market, (June 25, 2007) [hereinafter June 25 
Report]. 
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transactions from trading records” and “numerous interviews of natural gas market 
participants.”^ 

Not only is today’s report a thorough analysis of the destabilization in the natural 
gas markets caused by a lack of adequate regulation; it is the most complete and scholarly 
description of the way in which futures and derivatives markets operate as a whole and 
the critical role appropriate regulation plays in allowing those markets to operate 
consistent with basic free market principles. 

The report makes clear that the failure to regulate these markets properly has 
distorted and sabotaged free market principles. It has cut those markets off from the 
moorings of economic fundamentals. It has turned them into nothing more than casinos 
serving neither those who need them to hedge for commercial purposes nor those who 
wish to speculate based on honest fundamentals.® 

Today’s report is so complete that it is difficult to find anything to add. It may be 
worth restating, however, its basic findings. 

First, even though these markets were established principally to afford 
commercial hedging, the natural gas futures markets from sometime in 2004 through at 
least mid-September 2006 were overwhelmingly dominated by a single institution, which 
had no commercial stake in natural gas. The staff dramatically describes the dominance 
of a single hedge fund, Amaranth, as follows: 

“[TJhe CFTC defines a ‘large trader’ ... in the natural gas market as a 
trader who holds at least 200 contracts; . . . Amaranth held as many as 100,000 
natural gas contracts in a single month, representing 1 trillion cubic feet of natural 
gas, or 5 % of the natural gas used in the entire United States in a year. At times 
Amaranth controlled 40% of all of the outstanding contracts on NYMEX [(one of 
the two major exchanges on which natural gas is traded in the U.S.)] for the 
winter season (October 2006 through March 2007), including as much as 75% of 
the outstanding contracts to deliver natural gas in November 2006.”^ 

Second, Amaranth’s dominance of this market caused extensive price volatility. 

As recently January 2002, the spot price of natural gas was approximately $3 MMBtu.* 

By late July, 2006, the futures price of the October 2006 natural gas contract was at a 
yearly high of $8.45 MMBtu. After Amaranth collapsed in September 2006, the futures 


’ June 25 Report at p. 2. 

‘ Today’s report i.s also fully corroborated by a sophisticated economic study conducted during the 2006 
natural gas futures market destabilization period. See AN Analysis of Spot and Futures Prices for 
Natural Gas: The Roles of Economic Fundamentals, Market Structure, Speculation, and 
Manipulation (August 2006), available at 

http://www.pulp.tc/Nat_Legal_Policy_Center_Gas_Manip_August_29_2006.pdf. 

’ June 25 Report at p. 2. 

* Federal Energy Regulatory Commission (FERC), Natural Gas Market Overview (2007) 
[hereinafter Market Overview], available at www.ferc.gov (“Market Oversight” to “Natural Gas 
Markets, National Overview,” then “Henry Hub Spot Prices”). 
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price dropped “to just under $4.80 per MMBtu . . the lowest level for that contract in 
two and one-half years. . . The Electric Power Research Institute described this price 
collapse as ‘stunning . . . one of the steepest declines ever.’ . . . Throughout this period, 
the market fundamentals of supply and demand were largely unchanged.”^ 

Third, the staff makes clear that “[t]he price of natural gas directly affects every 
segment of the U.S. economy, from individual households to small businesses to large 
industries. ‘Natural gas is used in over sixty million homes. Additionally, natural gas is 
used in 78% of restaurants, 73% of lodging facilities, 51% of hospitals, 59% of offices, 
and 58% of retail buildings.”’’° 

Fourth, because of the heavy correlation between futures and spot prices (i.e., the 
prices actually paid for natural gas), “end users were forced to purchase natural gas at 
inflated prices,” i.e., “they were forced to purchase contracts to deliver natural gas in the 
[2006] winter months at prices that were disproportionately high when compared to the 
plentiful supplies in the market.”’* 

Fifth, as reflected in substantial commentary presented to the staff by end users of 
natural gas, including, inter alia, the Minnesota Municipal Utilities Association, the staff 
concluded that “‘the lack of transparency in the over-the-counter (OTC) market for 
natural gas and the extreme price swings surrounding the fallout of Amaranth have, in 
their wake, left bona fide hedgers reluctant to participate in the markets for fear of 
locking in prices that may be artificial[ly high].’”'^ 

Sixth, the Commodity Exchange Act (“CEA”) bars excessive market speculation 
or the “sudden or unreasonable fluctuations or unwarranted changes” in the price of 
commodities traded on a regulated exchange.” However, the staff aptly concluded that 
there are two critical problems in enforcing that prohibition. First, the PSI staff found 
that the CFTC’s enforcement of that prohibition has been very limited in its focus and 
“the CFTC and energy exchanges need to reinvigorate the CEA’s prohibition against 
excessive speculation.”’'* Second, even to the extent that the limited enforcement of the 
excessive speculation ban was applied to Amaranth in August 2006 by the NYMEX 
exchange, “Amaranth moved those [NYMEX] positions to [the Intercontinental 
Exchange or “ICE”].’^ Because of the infamous “Enron loophole”'** enacted in 
December 2000 as part of the Commodity Futures Modernization Act, “ICE, [unlike 
NYMEX,] operates with no regulatory oversight, no obligation to ensure its products are 
traded in a fair and orderly manner, and no obligation to prevent excessive speculation.”’^ 
“As a result, NYMEX’ s instructions to Amaranth did nothing to reduce Amaranth’s size, 


’ June 25 Report at pp. 1-2 (internal citations omitted). 

Id. at 1 1 (internal citations omitted). 

" Id. at 114. 

Id. (inside citations omitted). 

” 7 U.S.C. §6a(a) (2006). 

''' June 25 Report at p. 1 20. 

Id. alp. 120. 

Id. at p. 1 19. See 7 U.S.C. §2(h)(3), (g) (2006). 

June 25 Report at p. 119. 
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but simply caused Amaranth’s trading to move from a regulated market to an unregulated 
one.”’® Thus, “[a]lthough both NYMEX and ICE play an integral role in natural gas price 
formation, the two exchanges are subject to vastly different regulatory restrictions and 
government oversight under current federal law” ’ even though “NYMEX and ICE are 
functionally equivalent markets.”^® 

Seventh, the bipartisan June 25, 2007 staff report recommends that: (1) the 
“Enron loophole” be abolished and that the similarly situated NYMEX and ICE 
exchanges both be subject to the protections afforded hedgers and other traders under the 
CEA; (2) the excessive speculation ban within the CEA be upgraded and be applied 
vigorously to both NYMEX and ICE; and (3) CFTC staffing and technological resources 
be upgraded to meaningfully apply the protections of the CEA.^' 

Again, the June 25, 2007 bipartisan report submitted by the PSI staff is thorough 
and complete. I would add only the following few comments; 

First, it should be emphasized that the “Enron loophole” adopted in December 
2000 - which allows energy futures trading facilities to be unregulated even though they 
are functionally equivalent to those exchanges which are regulated - was far from a 
carefully considered legislative measure. The loophole was added at the last minute to a 
262 page bill, which was itself belatedly and quite suddenly attached in a lame duck 
session on the Senate floor by then Senate Finance Chairman Gramm to an 1 1,000 page 
consolidated appropriation bill for FY 2001 Over the express and emphatic opposition 
of the President’s Working Group on Financial Markets (including Fed Chairman Alan 
Greenspan, Treasury Secretary Lawrence Summers, and SEC Chairman Arthur Levitt),^® 
the Enron loophole exempted OTC energy derivative markets (even though functionally 
equivalent to the regulated exchanges) from CFTC and all other federal regulation. 

This exemption was called the “Enron loophole” because Enron (upon whose board, 
Wendy Gramm, Senator Gramm’s wife, then sat) at that time was seeking to authorize 
retroactively its now defunct Enron Online energy trading facility, which began operation 
even in advance of the passage of the CFMA.^^ While this legislation retained CCTC 
authority to investigate fraud and manipulation (but not excessive speculation) in OTC 
energy markets,^* the CFTC, as a practical matter, read this legislation as generally 


"M. atp. 3. 

Id. at p. 40. 

“ Id. at p. 3. 

^'id. at pp. 119-132. 

See Sean Gonsalves, Opinion, Enron Exemplifies ‘Genius of Capitalism SEATTLE POST- 
IN TELLIGENCER, Jan. 22, 2002, at B5; Philip McBride JOHNSON & Thomas LeeHazen, Commodities 
Regulation § 1 .0 1 , at 3 (3d ed. Supp. 2002). 

“ See President’s Working Group on Financial Markets, Over-the-Counter Derivatives 
Markets and the CoMMoonr Exchange Act 16(1 999). 

Edward J. Rosen & Geoffrey B. and Goldman, SWAPs <i Other Derivatives in 2001, in The Commodity 
Futures Modernization act of 2000, PLI article at 58 1-88 (PLI Corporate Law and Practice, Course 
Handbook Series No. BO-0168, 2001). 

See Jeff Gosmano, Electronic Trading Could Change; Enron Situation Rolls Markets, NATURAL GaS 
Week, Nov. 12, 2001 , available at WLNR 8879099 (noting Enron Online’s launch in November 1999). 
Rosen & Goldman, supra note 24, at 585. 
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constricting its authority to call for regular OTC energy reporting in the absence of pre- 
existing demonstrative evidence of fraud or manipulation. Needless to say, given the last 
minute nature of this amendment, there were no hearings, committee reports, or floor 
debates justifying this legislation or the reason it should have been passed over the 
contrary guidance of Messrs. Greenspan, Summers, and Levitt. 

The “Enron loophole” almost immediately caused havoc in energy markets. It is 
now beyond doubt that manipulation of futures and derivatives contracts pursuant to that 
loophole dramatically increased the market price of electricity in the Western United 
States during 2001-2002. This resulted in needless widespread and rolling blackouts, 
along with a surge in corporate bankruptcies during that time period.^^ Enron and others, 
using such unregulated trading facilities as Enron Online, “gamed” the energy derivatives 
markets to drive up the cost of electricity in a manner that bore no relationship to 
underlying economic fundamentals. 

Between 1999 and 2001, California’s electricity bill rose by more than $40 
billion.^* Because the explanation at that time - as it often is today with the price of oil 
and natural gas - was that this sudden and highly disruptive price spike was caused by 
economic fundamentals, California and other Western states, as well as energy 
dependent public authorities and industries within those states, entered into long term 
supply contracts. These contract prices vastly exceeded what history would prove was 
the market’s fundamental equilibrium: long term supply contracts costing $700 million 
during the electricity crisis would only cost $350 million by March 2002.^^ 

Only after internal Enron memos that outlined manipulation strategies were 
uncovered in unrelated proceedings did the CFTC begin serious investigations into the 
then recently deregulated OTC energy derivatives market. The CFTC ultimately assessed 
hundreds of millions of dollars in damages and fines for what it found to be widespread, 
devastating, and costly futures and derivatives market manipulation in this otherwise 
unregulated market.^® 


See Press Release, Sen. Dianne Feinstein, Sens. Feinstein, Cantwell Press for Public Release of Enron 
Evidence, Citing Implications for Oil Markets (May 2, 2006), available at 
http://fcinstein.senatc.gOv/06releases/r-enron-evidence.pdf . 

Peter Navarro & Michael Shames, Aftershocks — And Essential Lessons — From the California Electricity 
Debacle, 24 ELECTRICITY J. 2003, at 24. 

148 Cong. Rec. March 7, 2002, p. S1653 (daily ed. Mar. 7, 2002) (statement of Sen. Cantwell); Senators 
Propose Bill Regulating OTC Markets, Energy Compass, Feb. 14, 2002; see also e.g. Navarro supra note 
28, at 24 (“[T|he state remains .saddled with almost $40 billion of long-term contracts that are roughly 
twice the actual market value of the electricity and that will institutionalize high electricity rates in the state 
for years to come.”). Similarly, the rising cost of natural gas in the summer of 2006 caused utility 
companies to hedge at inflated costs; these costs were then passed on to consumers. See text accompanying 
notes 8-9 supra. 

® U.S. General Accounting Office, Reports & Testimony No, GAO-04-420T, Natural Gas: 
Factors Affecting Prices and Potf.ntial Impacts on Consumers 21 (2006), available at 
http://www.gao.gOv/new.item.s/d06420t.pdf . 

http://www.bloomberg.coni/apps/news?pid=20670001&refer=&sid=aHAgHb.3Gdzg. 


6 



143 


In addition to malpractices in the Western United States electricity markets, last 
year’s PSI staff report corroborated independent economic analysis demonstrating that 
excessive speculation on unregulated OTC energy trading facilities has caused (and 
almost certainly is causing) an estimated unnecessary 20% increase in the cost of crude 
oil?’ 


Finally, the overwhelming influence of Enron on these unregulated markets is 
evidenced by the June 25, 2007 staff report’s finding that when Amaranth in 2002 “added 
energy trading to its slate of strategies” to boost its earnings, “it hired several former 
Enron traders to its staff.”^^ Doubtless those former Enron traders were well educated in 
the school for scandal that constituted the Western United States electricity manipulation. 

In short, there is every evidence that the hastily enacted and poorly examined 
Enron loophole has done nothing but add billions of dollars to prices charged the 
American consumers for such important everyday commodities as electricity, heating oil, 
natural gas, and gasoline. As the staff has recommended, the Enron loophole should be 
repealed. 

Second, there is an additional chapter that might be added to this subcommittee’s 
June 25, 2007 bipartisan staff report. As mentioned above, today’s report notes that 
Amaranth drove October 2006 natural gas contract up to the 2006 high of $8.45 per 
MMBtu and then down to a $4.80 per MMBtu - a two and one half year low - upon that 
hedge fund’s failure.'’’’ Yet, the spot price of natural gas now hovers around $7.00 per 
MMBtu. One might well ask about the reason for this increase. Again, market 
fundamentals have not changed. Of course, the staff investigation leading to today’s 
exhaustive report stopped in October 2006 shortly after the Amaranth failure. It does not 
require a great leap of logic to wonder if that investigation had examined trading data 
well into 2007, one might have found that other large financial institutions with deep 
pockets have picked up Amaranth’s “torch” and that the natural gas market is still being 
driven by excessive speculation - but on exempt or unregulated OTC markets. In the 
absence of regulation and in the presence of opaque markets, we are left to speculate why 
the price of natural gas has almost returned to the highs seen when Amaranth dominated 
these markets. 

In this regard, and as the June 25, 2007 staff report points out, those who oppose 
further regulation in this area are quick to contend that there was no systemic risk 
associated with the Amaranth failure. As the staff report so rightly demonstrates,’'* 
however, this argument overlooks the billions of dollars American consumers (including 
industrial consumers) had to pay trying to lock in prices based on the “price discovery” 
function NYMEX and ICE were purportedly playing in the summer of 2006. Moreover, 
the contentment over the lack of systemic problems does not take into account that just as 
the collapsed Enron provided a template for Amaranth, a collapsed Amaranth may be 


” See supra note 2 and accompanying text. 
June 25 Report at p. 57. 

See supra p. 3-4. 

June 25 Report at p. 21 . 
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providing a template for one or more large financial institutions in today’s natural gas 
markets. This complacency also overlooks those investors who were badly hurt by the 
Amaranth fiasco. The San Diego County Employees Retirement Association is suing 
Amaranth for over $150 million in lost retirement savings invested with the hedge fund.^^ 
Finally, and perhaps most importantly, it takes great optimism to conclude that repetition 
of these kinds of exorbitant losses incurred by Amaranth in just a few days in September 
2006 will not, especially if several funds were to implode at the same time, cause 
systemic risk to the economy. It is now undisputed that the near failure of Long Term 
Capital Management, which lost less money than Amaranth, raised the prospect of 
systemic financial collapse.^^ Within the last few weeks, the Bank of Montreal (certainly 
not a commercial hedger in these markets) experienced “trading losses of between $313 
million and $403 million as a result of natural gas trading strategies that went awry.”^^ 
Policy makers have to ask themselves whether they are prepared to allow this kind of 
excessive speculation fueled in large part by borrowed funds continue to go unmonitored 
merely because Amaranth’s failure did not cause the collapse of the American economy. 
No less a free marketeer than Alan Greenspan counseled against allowing this kind of 
opaque and unregulated energy futures trading which is the result of the Enron loophole. 

Third, the bipartisan nature of the June 25, 2007 staff report is reflective of the 
widespread adverse impact the high price of natural gas has had on all sectors of the 
economy all over the Nation. In this regard, it should be remembered that on December 
14, 2005, the then Republican-controlled House led by conservative Republican 
Congressman Sam Graves of Missouri, passed, at the behest of the farming community 
then suffering from all time record high natural gas prices, a version of the CFTC 
Reauthorization Act of 2005 (H.R. 4473), which included a Title II, mandating an 
aggressive regulatory posture by the CFTC in overseeing “any contract market” engaged 
in the trading of natural gas futures and derivatives. At that time, the cost of natural gas 
had “float[ed] at a high near $14 MMBtu.”^’ Even though the CFTC reauthorization has 
yet to make it through Congress, the spot price of natural gas dropped by roughly one 
third after Congressman Grave’s December 2005 action and there was considerable 
analysis at that time that the mere threat of aggressive regulation by a Republican 
controlled House markets may have been responsible for that price decline.''*^ Similarly, 
adoption of the recommendations of the staff report at issue will almost certainly cause a 
similar decline, because the markets will then be controlled by commercial interests 
rather than by excessive speculation. 


SDCERA V. Maounis, No. 07-CV-2618 {S.D.N.Y., complaint filed March 29, 2007). 

“ U.S. General accounting Office, Reports & Testimony No. GAO/GGD-00-3, Long-Term 
Capital Management: Regulators Need to Focus Greater attention on Systemic Risk ( 1 999), 
available at http://www.gao.gOv/archive/2000/gg00003.pdf, 

’’ U.S. CFTC Wants to Adopt New Market Rules, HOUSTON CHRONICLE, June 22, 2007, available at 
http://www.chron.eom/disp/stoi7.mpl./ap/fn/4912831.html, 

“ 151 Cong. Rec. HI 1554 (daily ed. Dec. 14,2005). 

” 1 5 1 Cong. Rec. Hi 1561 (daily ed. Dee. 14, 2005) (statement of Rep. Pombo). 

“ See, e.g., AMERICAN PUBLIC Power Ass'n, Long Term Strategies are Key in Achieving Stabi.e 
Natural Gas Prices 6 (2006 ), available at 
http://www.appanet.oru/riles/PDFs/NaluralGasPriceOullook306.pdf . 
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Fourth, the bipartisan June 25, 2007 staff report lays to rest another argument 
often advanced by CFTC commissioners, as well as banking and hedge fund speculators, 
when fighting the regulation of the OTC energy markets. They contend that it will be 
impossible for either the regulated exchanges or CFTC staff to make sense out of the 
flood of market data that would result from re-regulating those markets.'" However, the 
subcommittee staff, which has far fewer resources than even the now depleted CFTC, has 
been able to digest and cogently explain a multi-year trading period that is now widely 
recognized as one of the most volatile in natural gas market history. They have done so 
with a coherent narrative aided by the creation of numerous highly instructive charts. 
They have included a helpful history of these markets, a complete description of the 
relevant exchanges and traders, and a full explanation of the relevant statute, rules, and 
regulations. They have presented a report that far exceeds the investigative materials that 
would have been needed by CFTC staff to commence an enforcement action in these 
circumstances. Moreover, if the PSI staffs recommendations were adopted, the 
exchanges, in their capacity as self regulatory institutions, could put a stop to excessive 
speculation with far less data than has been collected for the instant report. The report 
adduced today gives a global multi-year history of a volatile trading period. A regulated 
exchange or the CFTC itself could put a stop to excessive regulation with information 
collected over a period of days, as evidenced by the actions NYMEX took in August 
2006 in its attempt to limit Amaranth’s excessive speculation, 

Finally, and perhaps most importantly, I have one concern about what might be a 
mistaken impression left by the report that was doubtless unintended by its authors. One 
could very well be left with the impression after reading the June 25, 2007 report that the 
CFTC, as presently constituted, is fully supportive of receiving the new statutory 
authority that the authors’ recommendations would provide it. However, it must be 
remembered that two successive Chairmen of the CFTC, Messrs. Newsome and Jeffery, 
as well as (and perhaps most especially) the intervening Acting Chair, Ms. Brown- 
Hruska, have strongly resisted undoing the Enron loophole. Moreover, Mr. Newsome 
and Ms. Hruska, and until recently Mr. Jeffery, have proudly pointed to reduced 
Commission staffing as a worthy dividend of the CFMA"'^, i.e., of deregulating both the 
OTC markets and substantially reducing regulation of the established exchanges, which 
now adhere to governing principles rather than a rule-based regime.'*^ One has every 


CFTC Member Says Her Agency Can Provide Necessary Oversight of OTC Markets, Dismisses Claims 
About Excessive Market Speculation, FOSTER ELECTRIC REP., Apr. 5, 2006, at 13. 

June 25 Report at p. 53. 

See, e.g., Peter A, McKay, CFTC Chairman Opposes Plan to Broaden Regulators’ Power, WaI-L Strbkt 
Journal, July 25, 2002 (‘The futures industry’s top government watchdog [, Chairman James E. 
Newsome,] said his agency has adequate authority and staff to regulate the nation’s commodity markets, 
despite the Enron Corp. and Dynegy Inc. scandals. He warned against a proposal in Congress to broaden 
regulators’ power.”). 

PinupMcBRrDEJoHNSON& Thomas Lee Hazen, Derivatives Regulation § 1.18 [2], at 323 (2004) 
(‘‘The CFMA decreased significantly the degree of market regulation over designated contract markets. 
Rather than affirmative day-to-day regulation that was imposed under the former regulatory regime, under 
the . . . CFMA, the [CFTC] is charged with an oversight role with respect to contract markets.”). Indeed, 
the House regulatory measure concerning the natural gas futures markets, see text at n. 38 supra, was 
driven in considerable part because of widespread complaints that NYMEX’s daily trading “limits” rules 
(as well as the CFTC’s oversight of them) were deemed to be unusually weak and, according to many 
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reason to worry that the CFTC would welcome that part of today’s report that increases 
staffing and funding while resisting the bipartisan staff recommendation pertaining to 
additional regulatory responsibility concerning the OTC energy markets and more 
rigorous enforcement of the excessive speculation bar. 

I should add that I do not draw complete comfort from the proposed rule issued 
by the CFTC late this last Friday afternoon making it clear, as 1 read it, that NYMEX 
should now have the authority to request from a trader all of its “other positions” in 
particular commodity, including positions in “over-the-counter” markets.'*^ Under this 
proposal. Amaranth would have had to report to NYMEX its ICE natural gas positions. 
However, this proposed rule does not require anyone trading exclusively on an exempt 
OTC trading facility to report positions, i.e., a trader executing contracts almost 
exclusively on ICE would not have to report positions to the CFTC. Thus, even if 
adopted as a permanent rule after completion of the proposed rule’s comment period, this 
suggested regulation does not address the heart of the problems caused by the Enron 
loophole (regulating exempt exchanges); nor does it reinvigorate the CEA’s bar against 
excessive speculation. 

In this regard, it is important to note that the CFTC now only has three of its full 
complement of five commissioners. After Chairman Jeffery is confirmed to become 
Undersecretary Secretary of State for Economic, Energy, and Agricultural Affairs, only 
two commissioners will remain. One proposed commissioner is a former high ranking 
lobbying employed by the International Swaps and Derivatives Association (“ISDA”). 

On the long list of financial industry associations which strongly oppose regulation of the 
OTC energy markets, ISDA is undoubtedly, at the very least, first among equals. If the 
Senate truly wants to protect the American consumer and to reduce the prices those 
consumers are paying for gasoline, heating oil, natural gas, and crude oil, it must exercise 
with care its advice and consent role with regard to the three new commissioners. The 
CFTC is in desperate need of new commissioners who represent the consumer interest. 
Congress can pass all of the laws it wants to ensure that the energy derivatives markets 
are not overrun and made dysfunctional by excessive speculation. If the CFTC 
commissioners do not believe in those laws, the American consumer will continue to take 
a back (and highly uncomfortable) seat to the large banks, hedge funds, and other market 
speculators. 


traders’ and end users’ complaints, encouraged extraordinary volatility in NYMEX’s natural gas futures 
contracts. See, e.g., Alistair Barr, Bill Limiting Natural Gas Speculation to be Introduced, MarketWatCH, 
(Apr. 13, 2005). Because the CFMA encourages the most passive CFTC oversight of the even the most 
regulated contract markets, and the December 14, 2005 House amendment as passed affirmatively 
addresses that problem insofar as natural gas trading is concerned. 

Maintenance of Books, Records and Reports by Traders, 72 Fed. Reg. 120 (proposed June 22, 2007). 
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Shane Lee 

Senate Committee on Homeland Security and Governmental Affairs 
Permanent Subcommittee on Investigations 
“Excessive Speculation in the Natural Gas Market” 

June 25, 2007 

Chairman Levin, Ranking Member Coleman, thank you for the 
opportunity to appear here to discuss some of the issues that the Permanent 
Subcommittee on Investigations (the “Subcommittee”) is considering in this hearing. I 
am appearing here voluntarily, and I have previously provided information to the 
Subcommittee Staff in connection with its investigation. 

I have been trading energy products since 1998, including NYMEX 
strategies, locational trades (basis) and options, and 1 have experience as both a financial 
and physical trader. I began working as a trader at Amaranth Advisors (Calgary) ULC 
(collectively, with Amaranth Advisors LLC, “Amaranth”) in April 2006. 1 was based in 
an office in Calgary, Canada, rather than at Amaranth’s headquarters in Greenwich, 
Connecticut. Amaranth was a hedge fund that invested in a variety of investment 
strategies, including energy trades. In particular, in 2006, Amaranth’s natural gas 
portfolio consisted of futures contracts, financially-settled swaps, and options positions 
based on various strategics. Amaranth never took or made delivery of physical natural 
gas. In September 2006, Amaranth suffered dramatic losses and is now out of business. 
1 left Amaranth in September 2006. 
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I traded my own portfolio at Amaranth, consisting of locational markets 
(basis), NYMEX futures/swaps and options. Although I sometimes traded significant 
volume for my own portfolio at Amaranth, this represented only a small portion of 
Amaranth’s overall natural gas portfolio. 1 was one of numerous members of the natural 
gas team at Amaranth. I did not meet any Amaranth investors and I did not have any 
authority over risk management. During the summer of 2006, from lime to time, I also 
executed trades for Brian Hunter, another energy trader at Amaranth. 

The Subcommittee has requested that I address particular matters to assist 
its understanding of the issues in the present investigation. In this Statement, I offer my 
views, from my perspective as a trader, on the following issues; (1) my experience as a 
natural gas trader in 2(X)6; (2) whether Amaranth engaged in so-called “excessive 
speculation;” (3) whether Amaranth dominated the natural gas market; (4) whether 
NYMEX futures and ICE natural gas swaps are comparable products; (5) what actions 
Amaranth took in August 2006 in response to a directive from NYMEX to reduce its 
natural gas positions; and (6) whether new statutory or regulatory provisions are required 
for ICE. 

In response to the Subcommittee’s request for my experience trading in 
the natural gas markets in 2006, I offer the following observations. Price levels in 2006 
were generally higher than earlier in the decade, as they were in most energy 
commodities, although natural gas prices fiad fallen from higher peak levels in 2005. In 
my view, the reasons for those higher price levels in 2006 were fundamental factors such 
as higher crude oil and crude oil products prices, coal prices, perceived hurricane risks 
(whether warranted or not) and general demand growth. Similarly, there were periods of 
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extreme volatility in 2006, which appeared to have been caused by such fundamental 
factors as hurricane scares, extreme heat in late July and early August 2006 and the 
unusually warm winter of 2005. There were also periods in 2006 when prices went 
below prior levels because of historically high natural gas storage levels. 

Was Amaranth engaged in “excessive speculation”? Because Amaranth 
was not a producer or user of natural gas, and did not engage in physical delivery, its 
trading was by definition “speculative.” Amaranth’s trading volume was large in 
comparison to my own prior trading experience at other companies. But 1 did not 
consider Amaranth’s trading to be “excessive.” The information available to market 
participants regarding the size of the cverall market is incomplete and limited to 
"snapshots” of open interest on the NYMEX futures market. Because of that lack of 
information, 1 did not know exactly how Amaranth’s positions compared to the size of 
the overall market. However, I understood that other market participants engaged in 
trading that was comparable in size to that of Amaranth. 

Although I believe that, like any market panicipant. Amaranth’s positions 
were reflected in short-term price changes, I do not believe that Amaranth’s trading 
dominated the natural gas market. 1 also do not believe that Amaranth’s trading on 
unregulated exchanges contributed to any price distortions. The exchanges in question 
are high-volume, extremely liquid markets, which arc capable of absorbing transactions 
of the size of Amaranth’s trading. 

The Subcommittee has requested that I provide information on whether 
natural gas futures contracts on NYMEX and natural gas swaps on ICE are comparable 
products. Although futures contracts and swaps are similar, there are fundamental 
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differences. The principal difference is that futures contracts require the holder to make 
or lake physical delivery unless the position is exited before it expires, while a swap is 
financially settled and the holder is not required to make or take physical delivery. The 
markets for futures contracts and swaps behave similarly until the sciilemenl period when 
they can diverge. During the settlement period, the price of a futures contract can be 
extremely volatile, and the price of the swap contract tends to decline in volatility during 
the settlement period as confidence increases in the settlement price. 

I generally preferred swaps on ICE to futures contracts on NYMEX 
because swaps do not require physical delivery. Amaranth never took physical delivery. 
Other rca.sons for using ICE are the greater level of confidentiality (that is, the lower risk 
that one’s position will be revealed to competing traders), the often greater liquidity and 
lower execution prices, and the differing margin requirements. 

The Subcommittee has also requested that I address what actions 
Amaranth took in August 2006 in response to the directive from NYMEX to reduce its 
position in the natural gas futures market. It is my understanding that on August 29, 
2006, the NYMEX contacted Amaranth’s Compliance Director to request that Amaranth 
reduce its September 2006 natural gas position and not trade that position during the 
seillemeni period. Amaranth advised the energy trading desk, which in turn exited its 
positions in the September 2006 futures contract prior to the settlement period. 1 had 
little or no knowledge of, or involvement in. Amaranth’s response to that directive. 

In addition, the Subcommittee has requested my views on whether trading 
on NYMEX and ICE should be subject to the same position limits and treated the same. 
As a trader, 1 am familiar with position limits on NYMEX and abide by those limits. In 
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general, limits can have costs and benefits to traders and other market participants. As a 
trader, rather than a policymaker, 1 do not have strong views on whether position limits 
should be imposed on other exchanges. I do think that any such position limits should be 
confined to products that are identical, from a risk perspective, to futures. 

Finally, the Subcommittee has requested that I address whether ICE 
should be subject to the same statutory and regulatory provisions as the regulated 
exchanges. Implementing accountability and reporting requirements on ICE would 
impose administrative burdens on OTC ptirticipants and ICE, However, such measures 
would increase transparency, allow hedge funds and other traders to monitor the amount 
of open interest, and help deter any potentially improper conduct. 

Once again, I thank the Subcommittee for the opportunity to appear and 
discuss some of the issues that it is considering. 
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Testimony of 
Dr. James Newsome, CEO 
New York Mercantile Exchange, Inc. 

Senate Committee on Homeland Security and Governmental Affairs 
Permanent Subcommittee on Investigations 
Concerning 

“Excessive Speculation in the Natural Gas Market” 

July 9, 2007 


Mr. Chairman and members of the Subcommittee, my name is Jim Newsome 
and I am the President and Chief Executive Officer of the New York Mercantile 
Exchange, Inc. (NYMEX or Exchange). NYMEX is the world’s largest forum for trading 
and clearing physical-commodity based futures contracts, including energy and metals 
products. NYMEX has been in the business for more than 1 35 years and is a federally 
chartered marketplace, fully regulated by the Commodity Futures Trading Commission 
(CFTC) both as a “derivatives clearing organization” and as a “designated contract 
market” (DCM), which is the highest and most comprehensive level of regulatory 
oversight to which a derivatives trading facility may be subject under current law and 
regulation. 

Prior to joining NYMEX, I served as a CFTC commissioner and, subsequently, 
from 2001 to 2004, as the Chairman. As Chairman, I led the CFTC’s implementation of 
the Commodity Futures Modernization Act of 2000 (CFMA). The CFMA streamlined and 
modernized the regulatory structure of the derivatives industry and provided legal 
certainty for over-the-counter (OTC) swap transactions by creating new exclusions and 
exemptions from substantive CFTC regulation for bilateral transactions between 
institutions and/or high net-worth participants in financial derivatives and exempt 
commodity derivatives, such as energy and metals. 

On behalf of the Exchange, its Board of Directors and shareholders, I thank you 
and the members of the Permanent Subcommittee on Investigations (PSI) for the 
opportunity to participate in today's hearing on the topic of “excessive speculation in the 
natural gas market,” which was the title of the recently released PSI Report (Report). 

OVERVIEW 


NYMEX is fully regulated by the CFTC as a DCM, the highest level of regulation 
for a trading platform under the Commodity Exchange Act (CEA) and, as a DCM, 
NYMEX has an affirmative responsibility to act as a self-regulatory organization (SRO) 
and to monitor and to police activity in its own markets. The DCM statutory category 
encompassed existing futures exchanges and established a number of “Core Principles” 
for regulation of DCMs. The CFMA also permitted bilateral trading of energy on 
electronic platforms. Under CFTC rules, these electronic trading platforms are called 
“exempt commercial markets” (ECM) and are subject only to the CFTC's antifraud and 
anti-manipulation authority. Unlike the DCM, the ECM is completely unregulated by the 
CFTC and thus has no self-regulatory obligations to monitor its own markets. 
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A series of profound changes have occurred in the natural gas market since the 
passage of the CFMA, including technological advances in trading, such that the 
regulated DCM, NYMEX, and the intercontinental Exchange (ICE), an unregulated ECM, 
have become highly linked trading venues. As a result of this phenomenon, which could 
not have been reasonably predicted only a few short years ago, the current statutory 
structure no longer works for certain markets now operating as “ECMs". Specifically, the 
regulatory disparity between the NYMEX and certain ECMs, particularly the ICE, which 
are functionally equivalent, has created serious challenges for the CFTC as well as for 
NYMEX in its capacity as an SRO. 


From its vantage point as a DCM, NYMEX was able to observe first-hand how 
this regulatory disparity operated in the Amaranth situation. In August of 2006, NYMEX 
proactively took steps to maintain the integrity of its markets by ordering Amaranth to 
reduce its open positions in the Natural Gas futures contract. However, as detailed in 
the Report, Amaranth then sharply increased its positions on the unregulated and 
nontransparent ICE electronic trading platform. Because the ICE and NYMEX trading 
venues for natural gas are tightly linked and highly interactive with each other and 
essentially are components of a broader natural gas derivatives market. Amaranth's 
response to NYMEX’s regulatory directive admittedly reduced its positions on NYMEX 
but did not reduce Amaranth's overall market risk nor the risk of Amaranth's 
guaranteeing clearing member. Furthermore, the integrity of NYMEX markets continued 
to be affected by and exposed to Amaranth's outsize positions in the natural gas market. 
Moreover, NYMEX had no efficient means to monitor Amaranth's positions on ICE or to 
take steps to have Amaranth reduce its participation in that trading venue. 

We do not believe that the case has been made and, thus, we do not support any 
new regulation of derivatives transactions that are individually negotiated and executed 
off-exchange,J.e., not on a trading facility, between eligible participants in the traditional 
bilateral OTC market. On the other hand, we do believe that ECMs such as ICE that 
function more like a traditional exchange and that are linked to an established exchange 
should be subject to the full regulation of the CFTC. In addition, the continuing 
exchange-like aggregation and mutualization of risk at the clearinghouse level from 
trading on active ECMs such as ICE, where large positions are not monitored, raise 
concerns about spill-over or ripple implications for other clearing members and for 
various clearing organizations that share common clearing members. Consequently, 
legislative change may be necessary to address the real public interest concerns 
created by the current structure of the natural gas market and the potential for systemic 
financial risk from a market crisis involving significant activity occurring on the 
unregulated trading venue. 

NYMEX’S ROLE AND RESPONSIBIILITES AS A DCM 


NYMEX operates as a designated contract market. As the benchmark for energy 
prices around the world, trading on NYMEX is transparent, open and competitive and 
fully regulated by the CFTC. NYMEX does not trade in the market or otherwise hold any 
market positions in any of its listed contracts and, being price neutral, does not influence 
price movement. Instead, NYMEX provides trading forums that are structured as pure 
auction markets for traders to come together and to execute trades at competitively 
determined prices that best reflect what market participants think prices will be in the 
future, given today's information. Transactions can also be executed off-Exchange, Le., 
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in the traditional bilateral OTC arena, and submitted to NYMEX for clearing via the 
NYMEX ClearPort® Clearing website through procedures that will substitute or 
exchange a position in a regulated futures or options contract for the original OTC 
product. 

Unlike securities markets, which serve an essential role in capital formation, 
organized derivatives venues such as NYMEX provide an important economic benefit to 
the public by serving two key functions; (1) competitive price discovery and (2) hedging 
by market participants. A CFTC glossary of standard industry terms informally defines 
hedging as follows; 

''[T]aking a position in a futures market opposite to a position held in the cash 
market to minimize the risk of financial loss from an adverse price change; or a 
purchase or sale of futures as a temporary substitute for a cash transaction that 
will occur later. One can hedge either a long cash market position (e.g., one 
owns the cash commodity) or a short cash market position (e.g., one plans on 
buying the cash commodity in the future).” 


The public benefits of commodity markets, including increased market 
efficiencies, price discovery and risk management, are enjoyed by the full range of 
entities operating in the US economy, whether or not they trade directly in the futures 
markets. Everyone in our economy is a public beneficiary of vibrant, efficient commodity 
markets, from the U.S. Treasury, which saves substantially on its debt financing costs, to 
every food processor or farmer, every consumer and company that uses energy 
products for their daiiy transportation, heating and manufacturing needs, and anyone 
who relies on publicly available futures prices as an accurate benchmark. 

As a result of the CFMA, which is discussed in further detail below, NYMEX as 
a DCM must comply with a number of broad, performance-based Core Principles 
applicable to DCMs that are fully subject to the CFTC’s regulation and oversight. These 
include eight Core Principles that constitute initial designation criteria, as well as 18 
other ongoing Core Principles for DCMs. 

In general, as a DCM, NYMEX has an affirmative obligation to act as a self- 
regulatory organization (SRO). As such, NYMEX must police its own markets and 
maintain a program that establishes and enforces rules related to detecting and 
deterring abusive practices. Of particular note in relation to the Report is the series of 
Core Principles that pertain to markets and to market surveillance. Thus, a DCM can list 
for trading only those contracts that are not readily susceptible to manipulation. In 
addition, a DCM must monitor trading to prevent manipulation, price distortion and 
disruptions of the delivery or cash-settlement process. Furthermore, to reduce the 
potential threat of market manipulation or congestion, the DCM must adopt position 
limits or position accountability for a listed contract, where necessary or appropriate. 

NYMEX has numerous surveillance tools that are used routinely to ensure fair 
and orderly trading on our markets. The principal tool that is used by DCMs to monitor 
trading for purposes of market integrity is the large trader reporting system. For energy 
contracts, the reportable position levels are distinct for each contract listed by the 
Exchange for trading. The levels are set by NYMEX and are specified by rule 
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amendments that are submitted to the CFTC, typically following consultation and 
coordination with the CFTC staff. 

For the physically delivered NYMEX natural gas futures contract (which is 
referenced by NYMEX by the commodity code NG), the reportable position level is 200 
contracts. The NYMEX Market Surveillance staff routinely reviews price activity in both 
futures and cash markets, focusing, among other things, on whether the futures markets 
are converging with the spot physical market as the NYMEX contract nears expiration. 
Large trader data are reviewed daily to monitor customer positions in the market. On a 
daily basis, NYMEX collects the identities of all participants who maintain open positions 
that exceed set reporting levels as of the close of business the prior day. These data 
are used to identify position concentrations requiring further review and focus by 
Exchange staff. These data are also published in aggregate form for public display by 
the CFTC on its website in a weekly report referenced as the Commitments of Traders 
(COT) report. Flistorically at NYMEX, the open interest data included in large trader 
reports reflects approximately 80% of total open interest in the applicable contracts. 

Any questionable market activity results in an inquiry or formal investigation. 
NYMEX closely monitors the natural gas futures market at all times in order to enforce 
orderly trading and liquidations. NYMEX staff additionally increases its market 
surveillance reviews during periods of heightened price volatility. 

By rule, NYMEX also maintains and enforces limits on the size of positions that 
any one market participant may hold in a listed contract. These limits are set at a level 
that greatly restricts the opportunity to engage in possible manipulative activity on 
NYMEX. It is the tradition in futures markets that futures and options contracts generally 
are listed as a series of calendar contract months. For an expiring contract month in 
which trading is terminating, NYMEX uses a hard expiration position limit for NG of 1 ,000 
contracts. For the NG futures contract, NYMEX maintains an any one month/all months 
combined position accountability level of 12,000 contracts. When position accountability 
levels are exceeded, Exchange staff conducts heightened review and inquiry, which 
may result in NYMEX staff directing the market participant to reduce its positions. 
Breaching the position limit can result in disciplinary action being taken by the Exchange. 
Finally, NYMEX also maintains a program that allows for certain market participants to 
apply for targeted exemptions from the position limits in place on expiring contracts. 

Such hedge exemptions are granted on a case-by-case basis following adequate 
demonstration of bona fide hedging activity involving the underlying physical cash 
commodity or involving related swap agreements. 

Beyond the formal regulatory requirements, NYMEX staff works cooperatively 
and constructively with CFTC staff to assist them in carrying out their market 
surveillance responsibilities. NYMEX staff and CFTC staff regularly engage in the 
informal sharing of information about market developments. In addition to the 
Exchange's self-regulatory program, the CFTC conducts ongoing surveillance of 
NYMEX markets, including monitoring positions of large traders, deliverable supplies 
and contract expirations. The CFTC also conducts routine “rule enforcement” reviews of 
our self-regulatory programs. NYMEX consistently has been deemed by the CFTC to 
maintain adequate regulatory programs and oversight, in compliance with its self- 
regulatory obligations under the Commodity Exchange Act. 
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Moreover, NYMEX staff can and do make referrals to CFTC staff for possible 
investigation, such as with respect to activity by a market participant that is not a 
NYMEX member or member firm. Thus, for example, in an investigation of a non- 
member market participant, the Exchange would lack direct disciplinary jurisdiction and 
the consequent ability to issue effective sanctions (other than denial of future access to 
the trading of our products). In that situation, NYMEX staff could and has in the past 
turned over the work files and related information to CFTC staff. All such referrals are 
made on a strictly confidential basis. Similarly, CFTC staff on occasion makes 
confidential referrals to NYMEX staff as well. 

Overall, there is a strong overlap between the CFTC’s regulatory mission and 
NYMEX’s SRO role in ensuring the integrity of trading in NYMEX’s contracts. NYMEX 
itself has a strong historic and ongoing commitment to its SRO responsibilities. As noted 
in the Report, the NYMEX regulatory program has a current annual budget of 
approximately $6.2 million, which reflects a significant commitment of both staff and 
technology. 

NATURAL GAS MARKET 

Natural gas accounts for almost a quarter of United States energy consumption, 
and the NYMEX NG natural gas futures contract is widely used as a national benchmark 
price. The Report includes a detailed description of the nature of the natural gas market. 
While industrial use of natural gas has been increasing in recent years, the Report 
correctly notes that one of the major uses of natural gas continues to be for home 
heating, which adds a pronounced seasonal nature to the trading of this commodity. 

This fundamental shift in demand has led to increased volatility in natural gas prices in 
recent years. 

Currently, NYMEX's core energy futures contracts trade simultaneously by open 
outcry on the Exchange floor during the day and electronically on the Chicago Mercantile 
Exchange (CME) Globex® electronic trading platform (pursuant to a services agreement 
between NYMEX and the CME). The core or flagship natural gas futures contract (NG) 
trades in units of 10,000 million British thermal units (mmBtu). As noted, NYMEX’s 
futures and options contracts are listed and traded by calendar month. For energy 
contracts, trading terminates in the month preceding the month of actual delivery of the 
underlying commodity The NG price is based on delivery of the physical product at the 
Henry Hub in Louisiana, the nexus of 16 intra- and interstate natural gas pipeline 
systems that draw supplies from the region's prolific gas deposits. The pipelines serve 
markets throughout the U.S. East Coast, the Gulf Coast, the Midwest, and up to the 
Canadian border. An options contract and calendar spread options contracts provide 
additional risk management opportunities. 

NYMEX also offers a financially settled version of the NG futures contract, which 
is referenced by NYMEX by the commodity code of NN. Furthermore, because of the 
volatility of natural gas prices, a vigorous basis market has developed in the pricing 
relationships between Henry Hub and other important natural gas market centers in the 
continental United States and Canada. The Exchange makes available for trading a 
series of basis futures contracts whose terms were modeled upon those of products 
trading in the traditional phone broker bilateral OTC venue and that are quoted as price 
differentials between approximately 30 natural gas pricing points and Henry Hub. The 
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basis contracts are listed for trading in units of 2,500 mmBtu on the NYMEX ClearPort® 
electronic trading platform. 

With regard to the volume of natural gas trading on NYMEX, in 2006, 
approximately 38.6 million futures and options contracts in the natural gas commodity 
were executed on and/or cleared by NYMEX. More recently, during the first quarter of 
2007, 9.86 million futures and options contracts in the natural gas commodity were 
executed on and/or cleared by NYMEX. 

With respect to the number and types of natural gas traders, aside from the daily 
large trader reports that are filed with the CFTC, the CFTC's weekly COT reports 
indicate, among other statistics, the number of traders reflected in that week's report. As 
a sample analysis, NYMEX staff reviewed the first weekly report issued by the CFTC for 
each month from July of 2005 through January 2007 and then calculated an average of 
that data. Based on that review. Exchange staff calculated that there were on average 
208 “large traders” for natural gas in the sample of CFTC reports that were analyzed. As 
noted previously, the large trade data collected by NYMEX typically reflects 
approximately 80% of the open interest in a futures contract. Insofar as the types of 
traders in the market, while the COT generally categorizes open positions as either 
commercial or non-commercial, there is a broad range of participants that would include 
end users such as utilities, marketers, traders, integrated oil companies, market makers, 
hedge funds and individuals. 

STATUTORY CONTEXT 


In order to better understand the circumstances surrounding the demise of 
Amaranth, it may be useful first to establish the regulatory and market context that 
provided a backdrop to Amaranth’s activities. For many years, the CFTC has had 
exclusive jurisdiction over the regulation of contracts for a commodity for future delivery, 
i.e. . futures contracts. Moreover, a longstanding requirement was that futures contracts 
could only be traded on a futures exchange that was directly regulated by the CFTC. A 
contract deemed by the CFTC to be a futures contract that was not executed on a 
regulated futures exchange was viewed as an illegal off-exchange transaction and would 
be subject to CFTC enforcement action. Additionally, there was legal uncertainly 
concerning the execution of swaps, including energy swaps, on an electronic trading 
facility. During the 1990s, the OTC swap market began to increase substantially in size, 
and swap agreements began to be more standardized and strikingly similar to futures 
contracts. This transition created additional legal uncertainty around the trading of OTC 
swaps. 


Because of the growing legal uncertainty regarding whether such products were 
or were not futures contracts. Congress directed the Fresident’s Working Group on 
Financial Markets (FWG) to conduct a study of OTC derivatives markets and to provide 
legislative recommendations to Congress. The FWG Report entitled “Over-the-Counter 
Derivatives Markets and the Commodity Exchange Act," was issued in 1999 and 
focused primarily on swap and other OTC derivatives transactions executed between 
eligible participants. Among other things, the FWG Report recommended exclusion 
from the CEA for swap transactions in financial products between eligible swap 
participants. However, the FWG Report explicitly noted that “[t]he exclusion should not 
extend to any swap agreement that involved a non-financial commodity with a finite 
supply.” (Report of the FWG, “Over-the-Counter Derivatives Markets and the Commodity 
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Exchange Act" (November 1999) at p. 17.) The collective view at the CFTC at that time 
was that the jury was still out as to whether or not energy commodities were susceptible 
to manipulation and, therefore, energy commodities should not be excluded from the 
Act. 


Thereafter, in December 2000, Congress enacted the CFMA. The CFMA 
provided greater legal certainty for derivatives executed in OTC markets, established a 
number of new statutory categories for trading facilities, and shifted away from a “one- 
size-fits-all” prescriptive approach to futures exchange regulation to a more flexible 
approach that included use of core principles for DCMs. 

The CFMA also included new section 2(h) to the CEA; in particular, new 
subsections 2(h)(3)-(6), which exempted energy commodities from CFTC regulation and 
allowed the trading of energy swaps on an electronic trading platform. Under CFTC 
rules, these platforms are known as “Exempt Commercial Markets" (ECM). While 
transactions executed on an ECM generally are subject to anti-fraud and anti- 
manipulation authority, the ECM itself is essentially exempt from all substantive CFTC 
regulation and oversight. In addition, the ECM by statute has no affirmative 
requirements to engage in any self-regulatory activities to monitor its markets or 
otherwise seek to prevent any manner of market abuses. When the CFMA was adopted 
in 2000, there was a broad consensus in the industry, including the regulated commodity 
exchanges, for the various components of the CFMA, 

Subsequent to the passage of the CFMA in late 2000, derivatives markets, 
especially natural gas derivatives markets, evolved in just a few short years to an extent 
and at a rate that would have been very difficult to predict in 2000. When the CFTC was 
in the midst of proposing and finalizing implementing regulations and interpretations for 
the CFMA in 2001 , even shortly following the wake of the Enron meltdown in late 2001 , 
the natural gas market continued to be largely focused upon open outcry trading 
executed on the regulated NYMEX trading venue. At that time, NYMEX offered 
electronic trading on an “after-hours" basis, which contributed only approximately 7-10% 
of overall trading volume at the Exchange. Electronic trading (of standardized products 
based upon NYMEX's natural gas contracts) was at best a modest proportion of the 
overall market. Moreover, it was more than six months following the Enron meltdown 
before the industry began to offer clearing services for OTC natural gas transactions. 

But, in determining to compete with NYMEX, ICE not only copied all of the 
relevant product terms of NYMEX's core or flagship natural gas futures contract, but also 
misappropriated the NYMEX settlement price for daily and final settlement of its own 
contracts. ICE’s misappropriation of NYMEX's intellectual property remains a matter of 
dispute in ongoing litigation between the two exchanges that is now under judicial 
appeal. However, as things stand today, natural gas market participants have the 
assurance that they can receive the benefits of obtaining NYMEX's settlement price, 
which is now the established industry pricing benchmark, by engaging in trading either 
on NYMEX or on ICE. 

For some period of time following the launch of ICE as a market, ICE was the 
only trading platform that offered active electronic trading during daytime trading hours. 

In September of 2006, NYMEX began providing “side-by-side" trading of its products-- 
listing products for trading simultaneously on the trading floor and on the electronic 
screen. Since that time, there has been active daytime electronic trading of natural gas 
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on both NYMEX and ICE The share of electronic trading at NYMEX as a percentage of 
overall transaction volume has shifted dramatically to the extent that electronic trading 
now accounts for 80-85% of overall trading volume at the Exchange. The existence of 
daytime electronic trading on both NYMEX and ICE has fueled the growth of arbitrage 
trading between the two markets. Thus, for example, a number of market participants 
that specialize in arbitrage activity have established computer programs for electronic 
trading that automatically transmit orders to one market when there is an apparent price 
imbalance with the other market or where one market is perceived to offer a better price 
than the other market. As a result, there is now a relatively consistent and tight spread 
in the prices of the competing natural gas products. Hence, the two competing trading 
venues are now tightly linked and highly interactive and in essence are simply two 
components of a broader derivatives market. No one could have predicted in 2000, 
when the exemption was crafted for energy swaps, how this market would have evolved. 

In addition to the misappropriation of NYMEX’s settlement price, the ICE market 
now has a significant market share of natural gas trading, and a number of observers 
have suggested that most of the natural gas trading in the ICE Henry Hub swap is 
subsequently cleared by the London Clearing House, the clearing organization 
contracted by ICE to provide clearing services. Thus, there is now a concentration of 
market activity and positions occurring on the ICE market as well as the exchange-like 
concentration and mutualization of financial risk at the clearing house level from that 
activity. 


At the time that the CFMA was being formulated in Congress, there may have 
been a notion that the public interest was not implicated by trading on markets such as 
ICE because larger market participants did not need a regulatory agency to protect them 
from trading with each other. Yet, what has become clear in the last several years is 
that the changing nature and role of ECM venues such as ICE do now trigger public 
interest concerns in several ways, including with respect to the multiple impacts on other 
trading venues that are regulated as well as through the exchange-like aggregation of 
financial risk. 

The Report analyzes the extent to which trading on one venue of a product 
whose price is linked to the final settlement price of a NYMEX product contributes or 
influences the price of that NYMEX product. First, it is worth noting that the CFTC 
acknowledged in its recent proposed rule-making that there is "a close relationship 
among transactions conducted on reporting markets and non-reporting transactions. (72 
Fed Reg. 34, 413, at 34,414 (2007) (proposed June 22, 2007.) Second, it is also 
relevant to consider the recent statement issued on June 14, 2007 by the Department of 
Justice (DOJ) Antitrust Division announcing the closure of its review of the proposed 
acquisition by Chicago Mercantile Exchange Holdings Inc. of CBOT Holdings Inc. based 
upon the DOJ’s determination that neither that acquisition nor the clearing agreement 
between the two exchanges was likely to reduce competition substantially. NYMEX 
believes that this announcement is based upon a tacit recognition by the Antitrust 
Division that, with regard to analysis of the relevant market, at a minimum, regulated 
futures trading and over-the-counter trading are simply components of a broader market 
(that also might be defined to include some cash market activity as well). 

Because ICE price data are available only to market participants, NYMEX does 
not have the means to establish conclusively the extent to which trading of ICE natural 
gas swaps contributes to or influences or affects the price of the related natural gas 
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contracts on NYMEX, However, what is clear is that, as a consequence of the extensive 
arbitrage activity between the two platforms and iCE’s use of NYMEX’s settlement price 
as well as other factors, the two natural gas trading venues are now tightly linked and 
highly interactive. These two trading venues serve the same economic functions and are 
now functionally equivalent to each other NYMEX staff has been advised that, during 
most of the trading cycle of a listed futures contract month, there is a range of perhaps 
only five to twelve ticks separating the competing NYMEX and ICE products. (The 
NYMEX NG contract has a minimum price fluctuation or trading tick of $.001, or .01 
cents per mmBtu.) NYMEX staff has also been advised by market participants who 
trade on both markets that a rise (fall) in price on one trading venue will be followed 
almost immediately by a rise (fall) in price on the other trading venue. This may occur 
because prices rise first on ICE and then follow on NYMEX, or because prices rise first 
on NYMEX and then follow on ICE. These observations of real-world market activity 
support the conclusion that trading of ICE natural gas swaps do in fact contribute to, 
influence and affect the price of the related natural gas contracts on NYMEX. 

Aside from a lawsuit brought by NYMEX against ICE for the use of NYMEX's 
settlement prices, which as noted is a matter that remains under appeal in a federal 
court of appeals, NYMEX does not otherwise have any other ongoing formal relationship 
with ICE. In particular, as ICE and NYMEX are in competition with each other, there are 
currently no arrangements in place, such as information-sharing, to address market 
integrity issues. As stated previously, NYMEX as a DCM does have affirmative seif- 
regulatory obligations; ICE as an ECM has no such duties. Yet, from a markets 
perspective, the ICE and NYMEX trading venues for natural gas are tightly linked and 
highly interactive; trading activity and price movement on one venue can quickly affect 
and influence price movement on the other venue. 

In connection with the Exchange’s ongoing routine market surveillance programs 
and procedures that were described previously, NYMEX staff was aware of and 
monitored all open positions that Amaranth maintained in NYMEX trading venues, 
including the physically delivered NG natural gas futures contract, NYMEX conducted 
regular reviews of Amaranth's open positions in excess of position accountability levels 
prescribed in NYMEX Rule 9.26. NYMEX notes that various other contracts which are 
offered by NYMEX, such as American and European options on Natural Gas as well as 
various other futures contracts are aggregated into the Natural Gas Futures Contract 
(NG) for monitoring accountability levels on a futures equivalent basis. During the period 
in question of the Report, the NYMEX financially-settled Henry Hub Natural Gas futures 
contract (NN), was also aggregated into the Natural Gas Futures Contract (NG) for 
monitoring accountability levels on a “futures equivalent” basis, i^, across several 
related NYMEX contracts. As such. Amaranth's positions at NYMEX, when taken on a 
futures equivalent basis, were of significantly less magnitude on a percentile basis than 
is the case when reviewing the NG contract in isolation on a “futures-only” basis. 

NYMEX staff did routine monitoring of back month positions, based upon the application 
of position accountability levels applied on a futures equivalent protocol, which is the 
current standard procedure for U.S. futures exchanges. In addition to conducting market 
surveillance on Amaranth’s activities, NYMEX staff also conducted daily analytical 
“stress” tests of Amaranth’s carrying clearing member. 

As accurately represented in the Subcommittee’s Report, NYMEX staff members 
directed Amaranth in early August 2006 to reduce its open positions in the first two 
nearby contract months based upon what they believed to be a significant concentration 
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in NYMEX markets in Natural Gas (relying upon an NG “futures only” approach). 

NYMEX believes that such a directive was prudent and also was effective with respect to 
reducing positions carried on our platform. As previously stated, NYMEX maintains no 
information sharing agreement of any kind with ICE; the Exchange also observes that, 
during the period in question, the CFTC was not receiving any regular information from 
ICE as to positions on its platform. Thus, a shift of positions by Amaranth from NYMEX 
to ICE was undetectable both by NYMEX and the CFTC. 

It is important to distinguish the activity of Amaranth, which had accumulated 
open positions to the extent that a trading facility with SRO duties would direct that such 
positions should be reduced, from the category of hedge funds as a class of market 
participant. NYMEX issued a study in March of 2005, which was an internal market 
data study of trading volume and open interest analyzing the participation of hedge 
funds (broadly defined) in two of the Exchange's largest futures markets during 2004. 
The study analyzed the influence of hedge fund participation on price volatility and 
included a statistical test for causality. The findings were that hedge fund participation as 
a class of market participant did not cause volatility and, in fact, appeared to dampen 
volatility. In the natural gas futures contract, hedge funds made up 9.05% of trading 
volume. As a percentage of open interest, hedge funds constituted 20.4% in the natural 
gas futures market. In general, the study found that hedge funds tended to hold 
positions significantly longer than other market participants, indicating that they can be a 
non-disruptive source of liquidity to the market. An update conducted by Exchange staff 
for the first nine months of 2006 found that while the percentage of volume contributed 
by hedge funds had increased (to 20.86%), the overall findings of the original study 
remained the same. 

NYMEX is not supplied position data regarding other venues on a regular basis 
by either a market participant or another trading venue (for example ICE or other OTC 
platforms). However, NYMEX by rule has broad authority to request from time to time 
and to be supplied “information" with respect to a position in excess of the prescribed 
accountability levels. NYMEX did gather information regarding expiring contracts in the 
process of approving hedge exemptions subject to NYMEX Rule 9.26 for Amaranth 
where they represented offsetting exposure. 

On February 16, 2007, in an effort to cooperate with the Federal Energy 
Regulatory Commission and following consultation with CFTC staff, NYMEX issued a 
compliance advisory in the form of a policy statement related to exemptions from 
position limits in NYMEX Natural Gas (NG) futures contracts NYMEX adopted this new 
policy on an interim basis in a good faith effort to carry out its self-regulatory 
responsibilities and to address on an individual exchange level the market reality 
demonstrated by Amaranth’s trading on both regulated and unregulated markets. 
However, as detailed below, this experience has had an adverse impact on NYMEX’s 
trading venues and is seemingly creating the result of shifting trading volume (during the 
critically important NG closing range period at NYMEX on the final day of trading) from 
our regulated trading venue to unregulated trading venues. 

Pursuant to that advisory, NYMEX instituted new uniform verification procedures 
to document market participants’ exposure justifying the use of an approved hedge 
exemption in the NG contract. These procedures apply to all market participants who 
carry positions above the standard expiration position limit of 1 ,000 contracts going into 
the final day of trading for the expiring contract. Specifically, prior to the market open of 
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the last trading day of each expiration, NYMEX now requires all market participants with 
positions above the expiration position limit of 1,000 contracts to supply information on 
their complete trading “book" of all natural gas positions linked to the settlement price of 
the expiring NG contract. Positions in excess of 1 ,000 contracts must offset a 
demonstrated risk in the trading book, and the net exposure of the entire book must be 
no more than 1 ,000 contracts on the side of the market that could benefit by trading by 
that market participant during the closing range. 

NYMEX has now experienced five expirations of a terminating contract month in 
the NG futures contract since this new compliance advisory went into effect. To date, 
only two market participants have participated in this advisory and supplied information 
to the Exchange on their complete trading book. By comparison, NYMEX staff has 
observed a number of instances where market participants have reduced their positions 
before the open of the final day of trading rather than share sensitive trading information 
about proprietary trading with Exchange staff. As a result, NYMEX has observed 
reduced trading volume on the final day of trading in an expiring contract month relative 
to the final day of trading for the same calendar contract month in the prior year. The 
average volume on the final day of trading for the March, April, May, June and July 2007 
NG contracts was 30,400 versus 37,1 22 for the corresponding contract month in the 
prior year, or an 18% reduction 

Even more significantly, the closing range volume for the 30-minute closing 
period on the final day of trading is sharply lower than for volume during the final day 
closing range for the same calendar contract month in the prior year. In most instances, 
the volume in the closing range is less than half of the volume in the closing range for 
the same calendar contract month in the prior year. The average dosing range volume 
on the final day of trading for the March, April, May, June and July 2007 NG contracts 
was 14,048 versus 23,165 for the corresponding contract month in the prior year, or a 
39% reduction. 

Overall market volatility in the natural gas market is somewhat lower this spring 
and summer than from comparable periods a year ago. This lower volatility stems from a 
lack of price volatility in the underlying physical cash commodity and in our opinion not 
from our implementation of this advisory. That stated, the lower volumes seen during the 
recent 30-minute closing ranges on the final day of trading since the implementation of 
the new policy actually create the potential for even greater volatility in the event of any 
significant market move. Thus, the new interim policy implemented by NYMEX on a 
good-faith basis has not only led to reduced volume on NYMEX during the critical 30- 
minute closing range period, which presumably has shifted to the unregulated trading 
venues, but has also failed to solve the structural imbalances brought to light by 
Amaranth's trading. In addition, this policy could create new problems by diminishing 
the vitality of the natural gas industry's pricing benchmark. Consequently, NYMEX 
believes that legislative change may be necessary and appropriate. 
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RESPONSE TO REPORT RECOMMENDATIONS 

Report Recommendation #1: Congress should eliminate the “Enron Loophole” 
that exempts electronic energy exchanges from regulatory oversights. 

NYMEX understands the Report to be referring colloquially to Enron in proposing 
that the Exempt Commercial Market category be eliminated from the Commodity 
Exchange Act. 

NYMEX agrees with the Subcommittee that developments have occurred in the 
natural gas market subsequent to the implementation of the CFMA that need to be taken 
into account. Furthermore, it is NYMEX’s view that these profound changes in natural 
gas market structure provide clear support for legislative change. These developments 
include: 

• the exchange-like aggregation of financial risk as a great majority of the Henry 
Hub natural gas swap transactions executed on ICE are submitted for clearing; 

• the reality of a broader linked market that includes the regulated and the 
unregulated trading venues; 

• the copying of product terms and the appropriation of settlement prices of a 
regulated futures product by an unregulated market; 

• the contribution to or creation of price discovery for natural gas prices in the 
unregulated trading venues; 

• the ripple or spillover effects of activity on the unregulated venue onto the 
regulated trading venue; and 

• the growing concentration of natural gas trading activity on the unregulated 
trading facility. 

NYMEX also believes that these changes in the natural gas market trigger a 
series of fundamental public policy and public interest concerns that necessitate 
appropriate regulation that reflects the current realities of natural gas trading. The 
proper legislative response is a judgment call for Congress to make. Where a market 
does manifest the characteristics listed above. NYMEX believes that regulation that is 
the same as or comparable to the level of regulation of a DCM would be appropriate. 
More specifically, NYMEX believes that triggering the public interest concerns noted 
above renders an electronic trading facility sufficiently comparable to a traditional 
organized exchange that CFTC oversight and regulation is appropriate. The 
specification of the triggers to be utilized and the extent of CFTC oversight would require 
foilow-up discussion and review, and NYMEX is more than willing to work with 
policymakers and others to provide further detail to that approach. What is clear is that 
these public policy concerns necessitate routine mandated large trader reporting and 
position limits and position accountability requirements for ECMs that are highly linked to 
and functionally equivalent with regulated DCMs. Such ECMs also must be assigned 
SRO duties to police their own markets. NYMEX believes strongly that such regulations 
are necessary and appropriate and would not negatively impact the core price discovery 
and hedging functions provided by derivatives markets. To the extent that the CFTC 
concludes that its current authority over ECMs does not authorize the agency to impose 
such regulations, then legislative change may be necessary and appropriate. 

Given the complexity of derivatives markets, it can be difficult to state with real 
precision when speculation may be deemed to be “excessive.” Moreover, speculators 
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do provide liquidity and other positive effects to derivatives markets. Consequently, 
NYMEX agrees v\/ith the view expressed in the Minority Staff opinion that it is not 
necessary to make a final determination about whether Amaranth’s trading was 
excessively speculative in order to conclude that legislative change in the form of greater 
authority for the CFTC may be necessary and appropriate. 

Recommendation #2: If given additional legal authority, the CFTC should monitor 
aggregate positions on NYME and ICE. The CFTC and exchanges should 
strengthen their monitoring and oversight to prevent excessive speculation for all 
of the months in which contracts are traded, not just for contracts near expiration. 

Given NYMEX’s conclusion that the NYMEX and ICE natural gas trading 
platforms essentially form a broader linked market, the Exchange believes that, as 
noted, if the CFTC believes that it does not currently have such authority, then the CFTC 
should be given additional legal authority and should use such authority to monitor 
aggregate positions on both ICE and NYMEX. Although the CFTC began to receive 
certain data from ICE commencing last fall through use of the CFTC's "special call" 
procedures, this process only commenced several months after the Amaranth meltdown 
had occurred, and thus long after any impact resulting from Amaranth’s trading had been 
imposed on the natural gas market. Moreover, the CFTC recently commented in a 
proposed rule-making that its use of the special call procedure was intended and 
designed to be infrequent in nature (rather than a routine and standard component of 
market surveillance oversight). 

From a historical perspective, the market participants who have apparently 
sought to engage in attempted manipulation or in excessive speculation have generally 
focused upon the first few listed contract months of a listed futures contract. From the 
standpoint of price causality, NYMEX’s periodic analyses of trading in its trading venues, 
including for natural gas, support the conclusion that the front few months are the 
dominant causal force across the full “curve” of listed contract months. Thus, it has 
been general industry practice among U.S. futures exchange compliance staff (as well 
as the CFTC) to have focused market surveillance efforts upon these first few listed 
months, while not ignoring the back months. 

In reflecting, though, upon the lessons learned from the Amaranth experience, 
NYMEX compliance staff has shifted additional monitoring and oversight to the back 
contract months of its listed contracts and to the spread positions for certain natural gas 
winter/summer positions In addition, NYMEX staff has increased its financial and 
market surveillance of hedge funds. NYMEX has placed all hedge funds with sizable 
positions on its daily staff “Watch List,” which mandates that the carrying clearing 
members supply daily account information including margin requirements and flows 
across both its cleared regulated (NYMEX) and cleared non-regulated/non-segregated 
( e.Q. . ICE) trading venues. Finally, in the spring of 2006, NYMEX financial surveillance 
staff had initiated a new program of heightened review of the risk management tools and 
programs utilized by clearing members for whom NYMEX had audit obligations. 

NYMEX has continued with and has further expanded this financial integrity oversight 
program. 
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Recommendation #3; Congress should increase the CFTC budget and authorize 
CFTC user fees to help pay for the additional cost. 

The Report stated that the CFTC’s budget should be increased “to provide the 
staff and technology needed to monitor, integrate, and analyze real-time transactional 
data from ail U.S. commodity exchanges, including NYMEX and ICE." NYMEX agrees 
with this assessment and supports an expanded budget for the CFTC so that it may 
properly carry out its regulatory mission. 

However, the Report then went on to recommend that necessary funding “should 
be obtained from user fees imposed on commodity markets.” NYMEX disagrees 
strongly with this recommendation. Previously, Congress has repeatedly rejected such 
a user or transaction tax as bad public policy. As NYMEX understands it, this user fee 
or transaction tax being recommended by the PSI would not be imposed on foreign 
boards of trade that listed competing products and that are currently offering direct 
electronic access to their markets to market participants based in the U.S. 

Thus, the proposed tax runs directly counter to the high-level efforts by key 
policymakers to strengthen the global competitiveness of U.S markets. In a November 
2006 speech on the competitiveness of U.S. capital markets. Treasury Secretary Hank 
Paulson stated that “competitive capital markets will pave the way for continued 
economic growth that benefits all Americans.” In addition, a study of New York's 
financial services industry released by Senator Chuck Schumer and New York Mayor 
Michael Bloomberg warned that “to maintain our success in the long run, we must 
address a real and growing concern: in today's ultra-competitive global marketplace, 
more and more nations are challenging our position as the world’s financial capital." 
Implementing a tax on transactions conducted on U.S. commodity markets would cause 
existing business to leave U.S. markets to avoid taxation. Equally as concerning, the 
tens of thousands of jobs that the industry provides in the United States may move or 
disappear as well. 

U.S. futures exchanges such as NYMEX currently spend millions of dollars every 
year on internal self-regulatory programs. In addition, the U.S, futures regulatory system 
already assesses our customers a fee to provide for the self-regulation performed by the 
National Futures Association (NFA), a self-regulatory organization authorized by 
Congress. Taxing market participants twice is both burdensome and unfair. It could 
encourage major market participants to avoid trading on U.S. futures exchanges and 
instead shift trading overseas. Any such loss of market liquidity would harm hedgers 
and other U.S. businesses that look for the most cost-efficient venue to hedge the price 
risks they face every day. In addition, imposing this tax burden on U.S. market 
participants is particularly inappropriate given the public interests served by the U.S. 
futures markets, and the price discovery and dissemination benefits conferred by the 
exchange markets on many thousands of non-market participants. 

The user tax recommended in the Report would also greatly increase the trading 
costs of market-makers who provide liquidity vital to U.S. exchange markets. Their profit 
margins are razor thin, yet they provide critical liquidity that makes U.S. exchange 
markets more efficient and cost-effective to all customers who use them to manage risk. 
These individuals and small businesses would be forced to bear the weight of the tax, 
without regard to their profitability. 
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CONCLUSION 


A series of profound changes have occurred in the natural gas market since the 
passage of the CFMA, including technological advances in trading, such that the 
regulated DCM, NYMEX, and the Intercontinental Exchange, an unregulated ECM, have 
become highly linked trading venues. As a result of this phenomenon, which could not 
have been reasonably predicted only a few short years ago, the cun'ent statutory 
structure no longer works for certain markets now operating as ECMs. Specifically, the 
regulatory disparity between the NYMEX and certain ECMs, particularly the ICE, which 
are functionally equivalent to each other, has created serious challenges for the CFTC 
as well as for NYMEX in its capacity as an SRO. 


We do not believe that the case has been made and, thus, we do not support any 
new regulation of derivatives transactions that are individually negotiated and executed 
off-exchange, i^, not on a trading facility, between eligible participants in the traditional 
bilateral OTC market. On the other hand, wre do believe that ECMs such as ICE that 
function more like a traditional exchange and that are linked to an established exchange 
should be subject to the full regulation of the CFTC. In addition, the continuing 
exchange-like aggregation and mutualization of risk at the clearinghouse level from 
trading on active ECMs such as ICE, where large positions are not monitored, raise 
concerns about spill-over or ripple implications for other clearing members and for 
various clearing organizations that share common clearing members. Consequently, 
legislative change may be necessary to address the real public interest concerns 
created by the current structure of the natural gas market and the potential for systemic 
financial risk from a market crisis involving significant activity occurring on the 
unregulated trading venue. 

i thank you for the opportunity to share the viewpoint of the New York Mercantile 
Exchange with you today. I will be happy to answer any questions members of the 
Subcommittee may have. 


15 



167 
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BEFORE THE SENATE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 
COMMITTEE ON HOMELAND SECURITY AND GOVERNMENTAL AFFAIRS 

JULY 9, 2007 


Mr. Chairman, Senator Coleman, Subcommittee Members and Staff Members, 
my name is Jeff Sprecher and I am the Chairman and Chief Executive Officer of 
IntercontinentalExchange, Inc., or "ICE." We very much appreciate the opportunity to 
appear before you today to share with you our views on the regulation of the natural gas 
trading markets and the recent report of the Permanent Subcommittee on Investigations 
regarding the collapse of Amaranth and related events in the markets. ICE was pleased to 
cooperate with the Subcommittee and Staff in providing the voluminous trading data and 
other market information that the Staff requested in preparing the Report, and we 
commend the Subcommittee and Staff for the thoroughness and diligence they exhibited 
in the Report's preparation. It is our hope that the Report, together with the views of the 
various persons who have been invited to testify at these Hearings, will serve to enhance 
the integrity of the energy markets and assist Congress in better understanding how these 
markets serve the interests of the broader marketplace. 

ICE operates a leading global commodity marketplace, comprising both futures 
and over-the-counter (“OTC”) markets, across a variety of product classes, including 
agricultural and energy commodities, foreign exchange and equity indexes. ICE owns 
and operates two regulated futures exchanges — ICE Futures, a London-based energy 
futures exchange overseen by the U.K. Financial Services Authority, and the Board of 
Trade of the City of New York, or "NYBOT," an agricultural commodity and financial 
futures exchange regulated by the Commodity Futures Trading Commission ("CFTC"). 
ICE’S electronic marketplace for OTC energy contracts serves customers in Asia, Europe 
and the U.S. and is operated under the Commodity Exchange Act ("CEA") as a category 
of marketplace known as an "exempt commercial market," or ECM. As an ECM, these 
markets are subject to the jurisdiction of the CFTC and to regulations of the CFTC 
imposing recordkeeping, reporting and other requirements. In addition, and as I will 
discuss later, ICE has established a daily position reporting program to the CFTC in its 
cleared natural gas markets that we continue to enhance and support. ICE has always 
been and continues to be a strong proponent of open and competitive markets in energy 
coirunodities and related derivatives, and of regulatory oversight of those markets. As an 
operator of global futures and OTC markets and as a publicly-held company, we strive to 
ensure the utmost confidence in the integrity our markets and in the soundness of our 
business model. To that end, we have continuously worked with the CFTC and other 
regulatory agencies in the U.S. and abroad in order to ensure that they have access to all 
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relevant information available to ICE regarding trading activity on our markets and we 
will continue to work with all relevant agencies in the future. 

I want to take this opportunity to provide you with important background on the 
structure, operation and regulatory status of ICE and to share with you our thoughts on 
the regulation of the natural gas markets and the Permanent Subcommittee Report. I also 
want to clarify a number of misunderstandings and inaccuracies in the Report, which I 
will discuss in more detail later in my testimony. First, ICE does not operate — and has 
never operated - pursuant to an "Enron Loophole" under the CEA. Enron Online, the 
electronic marketplace operated by Enron pursuant to a separate provision of the CEA 
that has nothing whatsoever to do with the operations of ICE. That provision was 
available to Enron because Enron Online was a “one-to-many” marketplace in which 
Enron was both a market participant and the market - parties traded with a single 
counteiparty, Enron. In stark contrast, ICE offers a transparent “many to many” 
electronic marketplace, where buyers and sellers of OTC energy contracts can transact in 
a fair and efficient marketplace, where no distinction is made between one market 
participant and another, and where the best executable price is available to any participant 
in the market, no matter how large or small. It is simply erroneous and misleading to use 
the label “Enron Loophole” to characterize ICE as somehow being connected to the 
Enron debacle. 

Second, there are a number of fundamental distinctions that need to be drawn 
between the OTC markets in general and ICE's market in particular, on the one hand, and 
the futures markets, on the other hand, including the distinction between ICE's cash- 
settled natural gas swaps and the physically settled natural gas futures contract traded on 
the New York Mercantile Exchange ("NYMEX"). An understanding of these distinctions 
is essential to any analysis of potential regulatory changes, particular the need for any 
position limits, which the CFTC itself has said are not necessary in the context of cash- 
settled contracts. Indeed, while the Report criticizes the absence of position limits on 
ICE natural gas swaps, it completely ignores the fact that NYMEX's cash-settled natural 
gas swap — which is virtually identical to the ICE contract and which was also traded by 
Amaranth — is also not subject to position limits. If there is to be a "level playing field," 
it should be between comparable contracts. Third, ICE is not an "imregulated” or “dark” 
market. As I will explain, while ICE is not required to register as a "designated contract 
market," or "DCM," it is subject to the oversi^t of the CFTC and to CFTC regulatory 
requirements, including reporting requirements. Fourth, under current law, the CFTC 
and NYMEX have (and had at the time of Amaranth’s trading) the legal authority and 
ability to obtain any available information regarding trading by market participants on 
ICE, and as a result no additional legislation or regulation is needed to fill this perceived 
"gap" in the system. Finally, the ability of Amaranth to trade on ICE in no way "caused" 
its collapse, any more than its ability to trade on NYMEX did so. 

ICE strongly supports several of the recommendations of the Permanent 
Subcommittee Report, particularly the proposed increase in the CFTC's budget and the 
enhancement of its access to trading information. We also support the advancement of 
regulatory certainty by eliminating the "Enron Loophole" although, as pointed out above, 
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that provision has nothing to do with ICE. However, we do not believe that a complete 
overhaul of the current regulatory structure is either warranted or advisable. Moreover, 
any legislative or regulatory changes that are made need to reflect the nature of ICE and 
its markets and the significant differences between ICE and the many other venues for 
OTC trading that exist today. 

ICE Operates its Over-the-Counter Platform as an ECM 

Broadly, because OTC markets tend to be global in nature, most OTC markets are 
now conducted electronically across asset classes, including OTC markets for U.S 
interest rate instruments, foreign exchange and debt securities. ICE responded to the 
transparency and speed enjoyed in other OTC markets by establishing its many-to-many 
electronic marketplace for trading physical energy commodities and financially-settled 
over-the-counter derivatives, primarily swaps, on energy commodities. ICE in effect 
performs the same function as a “voice broker” in the OTC market, but does so through 
an electronic platform that provides full market transparency to market participants, 
timely market information, greater speed of trade execution, recordkeeping efficiency and 
a more reliable and complete audit trail with respect to orders entered, and transactions 
executed, on our platform than exists with respect to traditional, non-electronic OTC 
venues. The introduction and development of ICE’s platform have promoted competition 
and innovation in the energy derivatives market, to the benefit of all market participants 
and consumers generally. The reliability of ICE’s markets has also resulted in an 
increasing preference for electronic trading in these markets. Participants on ICE enter 
bids and offers electronically and are matched in accordance with an algorithm that 
executes transactions on the basis of time and price priority. Participants executing a 
transaction on our platform may settle the transaction in one of two ways - on a bilateral 
basis, settling the transaction directly between the two parties, or on a cleared basis 
through LCH.Cleamet using the services of a futures commission merchant that is a 
member of LCH.Cleamet. In addition to providing the clearing house with daily 
settlement prices, ICE is also responsible for maintaining data connectivity to the clearing 
house. 


It is important to note that there are substantial differences between ICE's OTC 
market, other portions of the OTC market, and the NYMEX futures market, and that 
these differences necessarily inform and guide the appropriate level of oversight and 
regulation of our markets. First, ICE is only one of many global venues on which market 
participants can execute OTC trades. A significant portion of OTC trading in natural gas 
is executed through voice brokers or direct bilateral negotiation between market 
counterparties. Of the available forums, only ICE (and any other similarly-situated 
ECMs) is subject to CFTC jurisdiction and the CFTC's regulations, or to limitations on 
the nature of its participants. ICE also provides far greater transparency, efficiency and 
data reliability for the benefit of market participants and regulators alike than voice 
brokers or other OTC market mechanisms. Second, participants in the futures markets 
must either become members of the relevant exchange or trade through a futures 
commission merchant that is a member. In contrast, ICE's OTC market, by law, is a 
"principals only" market in which participants must have trades executed in their own 
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names on the system, providing greater transparency with respect to trader-level 
transaction data due to the absence of a “middle man.” Third, the OTC market offers a 
substantially wider range of products than the futures markets, including, for example, 
hundreds of derivatives contracts on natural gas and pricing against a large number of 
delivery points, of which there are approximately 100 in North America. 

Fourth, ice's natural gas swap contract is a financially-settled contract requiring 
one party to pay to the other a cash amount determined by reference to settlement prices 
in the NYMEX natural gas futures contract. The natural gas contracts traded on ICE do 
not, and caimot, result in the physical delivery or transfer of natural gas. Our natural gas 
contract constitutes an important commercial hedging vehicle and has served as an 
important complement to and a hedge for the NYMEX natural gas futures contract. 
However, our contract cannot affect physical delivery in the market and it therefore 
ultimately has limited ability to drive the pricing of natural gas, particularly as the 
relevant futures contract approaches delivery. An understanding of the differences 
between the NYMEX and ICE markets and contracts is critical to any determination of 
the appropriate regulation of these markets, as I will explain more fully later. 

ICE operates its OTC platform as an “exempt commercial market,” or “ECM,” 
under the CE A. The ECM category was adopted as part of the Commodity Futures 
Modernization Act of 2000 (“CFMA”). The creation of the ECM category reflected 
Congress’s recognition that “electronic voice brokers,” such as ICE, occupy a middle 
ground between completely unregulated OTC brokers and market participants and fully 
regulated exchanges. Congress therefore sought to strike a balance between providing 
for oversight and regulation of these electronic markets, due to the more extensive 
participation in their markets by commercial and institutional entities, while still allowing 
them to function as OTC markets, which hold a vital place in commodity market 
structure, rather than as futures markets, which would alter their role as a hedging 
mechanism. The ECM category accomplished this objective. Pursuant to the CFMA, an 
electronic market can operate as an ECM if it limits its participants to “eligible 
commercial entities,” or “ECEs.” Transactions and participants on ECMs are fully 
subject to the antifraud and antimanipulation provisions of the CEA and the CFTC has 
jurisdiction over such transactions and participants. 

As an ECM, ICE is itself subject to a certain level of regulation by the CFTC, In 
particular, ICE is required, pursuant to the CEA and CFTC regulations specifically 
addressed to ECMs, to: 

• prepare and maintain for five years records of all transactions executed on 
its markets; 

• report to the CFTC certain information regarding transactions in products 
that are subject to the CFTC’s jurisdiction and that meet specified trading 
volume levels; 
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• report to the CFTC certain trader information on the execution of 
transactions in ICE’s cleared natural gas market, pursuant to a special call 
for information from the CFTC; 

• record and report to the CFTC complaints of alleged fraud or manipulative 
trading activity related to certain of ICE's products; and 

• if it is determined by the CFTC that any of ICE’s markets for products that 
are subject to CFTC jurisdiction serve a significant price discovery 
function (that is, they are a source for determining the best price available 
in the market for a particular contract at any given moment), publicly 
disseminate certain market and pricing information free of charge on a 
daily basis. 

The information that ICE reports to the CFTC on a daily basis regarding natural 
gas contract positions for transactions executed on our platform is particularly instructive. 
This information is being provided pursuant to a special call from the CFTC for this data, 
which illustrates the CFTC's statutory and regulatory authority to obtain available 
information regarding transactions executed on ICE. It also illustrates ICE's commitment 
to ensuring that the CFTC has access to the information it needs, to the extent available to 
ICE, to conduct appropriate market surveillance or to take appropriate actions. ICE has 
worked extensively with the CFTC, and has expended substantial resources, to develop 
and provide position reporting information to the CFTC notwithstanding the fact that ICE 
does not have this information readily available due to the fact that, unlike NYMEX, it is 
not the party that actually clears such transactions (this is done by LCH.Cleamet). This 
information can be used by the CFTC alongside the information that NYMEX provides 
for a more comprehensive, but not complete, view of the market. The fact that ICE does 
not itself clear transactions executed on its platform, and does not control the clearing 
house through which transactions are cleared, means that there are certain limitations on 
the position information that ICE can provide in that positions can be moved within a 
clearing house. In addition, the fact that ICE represents only a small portion of the much 
larger OTC marketplace means that the CFTC’s view will necessarily be incomplete. 
However, we will continue to work with the CFTC to enhance the nature and quality of 
the information that we provide and we are committed to furnishing any information 
needed by the CFTC that is available to ICE. 

ICE Does Not Operate Under the “Enron Loophole” and is Not “Unregulated” 

The Permanent Subcommittee Report refers repeatedly to the so-called “Enron 
Loophole” and claims that ICE operates under this “loophole” and is "unregulated." 
These characterizations are simply false and reflect a fundamental misunderstanding of 
ICE’s regulatory status. The “Enron Loophole” is the term used to describe a provision 
of the CFMA that completely excused Enron from the CEA and the CFTC’s jurisdiction 
in all respects in connection with its operation of “Enron Online,” an electronic dealer 
network. The basis for this immunity was that Enron Online functioned as a “one-to- 
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many” platform, with Enron serving as a party to every transaction executed on its 
system. Enron, as a trading entity, was the market with respect to Enron Online. As a 
result, under Section la(33) of the CEA, Enron was excluded from the definition of a 
“trading facility” and was therefore not subject to any provisions of the CEA at all. None 
of this is applicable to ICE. ICE is not eligible for the immunity under which Enron 
operated and has never claimed or sought to operate as such. Indeed, ICE fully supports 
the closing of the so-called "Enron Loophole" and endorses the Report's 
recommendations in this regard without reservation. 

In contrast to Eruron, ICE operates pursuant to Section 2(h)(3) of the CEA, which 
imposes a number of substantive requirements on ICE, and is subject to the CFTC’s 
jurisdiction and to recordkeeping, reporting and other regulatory obligations. For this 
reason, it is also inaccurate to claim, as does the Report, that ICE is “unregulated.” Enron 
clearly was “unregulated” pursuant to the “Enron Loophole” and was not subject to any 
provisions of the CEA or CFTC mles. Transactions on ICE, in contrast, are fully subject 
to the antifraud and antimanipulation provisions of the CEA, and ICE itself is subject to 
the CFTC’s oversight authority and to recordkeeping and reporting requirements. It is of 
course accurate to state that ICE is not regulated in the same maimer as designated 
contract markets, but this is largely due to the practicalities of the OTC market stmcture 
discussed herein, including the nature of the participants, the large number of products, 
the use of cleared and bilateral trading, various levels of product standardization, and the 
reliance on futures exchanges and third party index providers for settlement prices. The 
assertion that ICE is “unregulated,” or is somehow comparable to Enron, however, is 
simply false and derisive - if this assertion were true, it would clearly not engender the 
confidence in our markets required to attract and maintain our customers, the majority of 
which are commercial energy firms. 

The CFTC and NYMEX Have Access to Information Regarding Trading on ICE 

The Permanent Subcommittee Report further contends that the CFTC and 
NYMEX were unable to conduct proper surveillance of natural gas trading by Amaranth 
because they did not have access to and could not obtain information about Amaranth’s 
trading on ICE. The contention that the CFTC and NYMEX could not obtain this 
information is not accurate. 

As noted above, the CFTC has the authority to make special calls to ICE for any 
information that it requires, and the CFTC has in fact exercised this authority to require 
additional information from ICE both before and since the events described in the Report. 
In addition, the CFTC recently proposed amendments to its regulations clarifying its 
existing requirement that large traders on DCMs maintain books and records of their 
transactions and to make such books and records available to the CFTC. In proposing 
these amendments, the CFTC noted that “The Act [the CEA] provides ample authority to 
require keeping books and records and providing pertinent information with respect to 
non-reporting transactions [i.e., those not executed on a futures exchange].” 72 Fed. Reg. 
34413 (June 22, 2007). It also pointed out that the CFTC previously interpreted its mles 
“to include position and transaction data for non-reporting transactions” and that it “has 
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received such information in response to requests made pursuant to the Regulation.” 
While the CFTC believed it appropriate to clarify the obligations of participants in the 
futures markets, therefore, it also made it clear that the CFTC currently has the power to 
obtain the information. 

In a recent speech, subsequent to the Amaranth events but prior to the recent rule 
proposal, CFTC Commissioner Walter Lukken noted that 

ICE is prominent in the trading of natural gas swaps that are 
pegged to regulated NYMEX futures contracts. This competition 
has led to significant innovation over the last several years both in 
the OTC and regulated marketplaces. From a risk perspective, 
this competition raises the possibility that traders could take 
positions on one market in order to profit off positions on the 
other. To address this concern, the CFTC has recently utilized its 
authorit[y] to request information from ICE regarding trader 
position data for these pegged contracts on an ongoing basis 
similar to what we receive from large traders on regulated 
exchanges. This has allowed our surveillance staff a more 
comprehensive view of this marketplace. These tailored actions 
developed from risk considerations — primarily protecting the 
financial integrity of the regulated marketplace and the price 
discovery process for energy products. 

Speech by Commissioner Walter Lukken, May 3, 2007. 

As a self-regulatory organization, or “SRO,” NYMEX similarly has the power 
under its rules to request information fi'om its members regarding their trading on other 
markets, including ICE, and to compel its members to produce such information, in 
connection with assessing positions held in its portfolio. Specifically, even prior to the 
events related to Amaranth, NYMEX rules required its members to disclose to NYMEX, 
upon its request, their trading strategies, including those on other markets, in connection 
with positions exceeding NYMEX accountability levels. Moreover, if NYMEX believes 
that its current rules are inadequate to permit it to view members' positions on other 
markets, including ICE, it clearly has the power to amend its rules or adopt new rules to 
compel members to provide this information. To the extent that the CFTC and NYMEX 
did not have any necessary information regarding trading by Amaranth on ICE, it is 
inaccurate to suggest that they lacked such information because they had no authority or 
the ability to obtain it. 

Position Limits or Accountability Requirements on ICE's Markets are Not Necessary and 
Are Inappropriate 

The Permanent Subcommittee Report concludes that Amaranth was motivated 
and able to circumvent regulatory constraints by trading on ICE in part because ICE 
participants are not subject to position limits or position accountability rules. This 
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assertion again reflects a misunderstanding of ICE's markets, the regulation of ICE and 
the distinctions between ICE and the futures markets. First, as noted previously, ICE 
currently provides the CFTC with reports of all transactions executed hy participants in 
its Henry Huh cleared natural gas swaps, pursuant to a special call from the CFTC issued 
after the Amaranth’s trading losses. Because ICE is a principals-only market, this 
information is provided at the trader level and therefore gives the CFTC information on 
the activity of participants in our markets and facilitates the ability of the CFTC to take 
appropriate action in connection with potentially problematic or illegal conduct. 

Second, ICE’s natural gas swap is a cash-settled contract, with settlement priced against 
the physical NYMEX natural gas futures contract. The CFTC itself has acknowledged 
that there is less of a need for market surveillance in connection with cash settled 
contracts. Specifically, the CFTC has stated that "[t]he size of a trader's position at the 
expiration of a cash-settled futures contract cannot affect the price of that contract 
because the trader cannot demand or make delivery of the underlying commodity. The 
surveillance emphasis in cash-settled contracts, therefore, focuses on the integrity of the 
cash price series used to settle the futures contract.” (CFTC Website, 
www.cftc.gov/opa/backgrounder/opasurveill.htm; emphasis added.) For this reason, the 
ICE cash-settled swap — like the NYMEX cash-settled swap — is not subject to position 
limits. 


As previously noted, NYMEX offers — and Amaranth traded — a cash-settled 
natural gas swap, through its “Clearport” facility. The Report acknowledges this, but 
ignores the fact that, because the NYMEX swap is cash-settled, there are no position 
limits on this contract, which is subject only to position accountability. As an article in 
“The Desk” recently reported, “NYMEX puts limits on NG [the natural gas futures 
contract] but not NN [the cash-settled natural gas swap]. NN has no limits. The 
[Permanent Subcommittee] Report never mentions this. Yet for some reason, financial 
contracts on ICE should be limited. Where is the logic there? NYMEX lifted the NN 
limits earlier in the year and clamped down on NG, which is the true pricing mechanism. 
NN reporting is still there but not the limits. It was a brilliant and appropriate maneuver.” 
The Desk, June 29, 2007. We believe that there are compelling reasons for different 
treatment of the NYMEX natural gas futures contract and ICE’s cash-settled swap; there 
is no clear reason whatsoever to treat the ICE contract differently from NYMEX’s 
identical cash-settled swap, and yet that is what the Report advocates. If Congress seeks 
to implement a "level playing field," it should be between substantively similar contracts 
and, if ice's natural gas swap is to be compared to any other product, it should be the 
NYMEX natural gas swap and all other OTC swaps offered by voice brokers, not the 
NYMEX futures contract. Otherwise, the impact would be commercially- oriented 
rulemaking that codifies preference for one venue despite identical products and 
reporting structures. In any event, the CFTC has ample authority under current law to 
require ICE to obtain or provide to the CFTC additional information regarding its 
participants' trading activities if the CFTC believes such action to be necessary or 
appropriate. 

Third, we note that NYMEX (not the CFTC) imposes position limits on its 
physical natural gas futures contract only during the final three days of trading in its 
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natural gas futures contract and, at all other times, requires only accountability reports 
from certain participants. Moreover, as the Permanent Subcommittee Report itself points 
out, over the course of several months NYMEX took no action as Amaranth consistently 
exceeded its accountability levels; in fact, NYMEX increased the limits applicable to 
Amaranth, apparently based solely on Amaranth's unsubstantiated requests and without 
seeking information about Amaranth's trading on ICE or other markets, despite its ability 
to request and obtain such information from market participants. 

The balance created under the CFMA was designed to allow ECMs to function 
effectively in the OTC market while providing the CFTC with ample authority to oversee 
their activities and trading by their participants. ECMs like ICE operate in an 
environment that is qualitatively distinct in a number of fundamental respects from that 
of the futures markets, despite the surface similarities. Congress and the CFTC 
recognized these distinctions and have sought to create a regulatory environment that 
allows OTC markets to perform their important role in the markets while still ensuring 
market integrity and the protection of participants, as well as using technology, 
transparency and innovation to promote the advancement of these goals. The judgments 
made by Congress and the CFTC are fair, appropriate and effective and have promoted 
competition and transparency in the OTC markets and in the broader derivative markets 
as well. Indeed, the development of markets, such as ICE, has benefited users of the 
energy markets by tightening market spreads centralizing liquidity and attracting 
participants by bringing more transparency to the markets. This evolution has also forced 
member-dominated exchanges, such as NYMEX, to overcome their traditional hostility 
to electronic trading and preference for floor-based markets to provide a more efficient, 
accessible and transparent means of trading to end users of the markets. As Senator 
Coleman noted in his statement in the Hearings on the Report, “If we extend CFTC 
oversight and regulation to electronic, over-the-counter exchanges, we must avoid 
unintended consequences. These exchanges have brought vital liquidity and increased 
transparency to our energy markets. Therefore, we cannot create incentives for traders to 
shift their business from over-the-counter electronic exchanges like ICE, to far less 
transparent and unregulated markets.” 

The Markets and Regulatory System Effectively Managed the Collapse of Amaranth 

It is of course an unwelcome event when any market participant suffers losses of 
any size and certainly losses of the magnitude sustained by Amaranth. That is true even 
when, as in this case, the participants absorbing those losses were institutions or 
sophisticated investors. To the extent that other market users or consumers incurred 
losses or higher costs as a result of Amaranth’s losses, which we do not believe to be the 
case, that is obviously regrettable. However, it is not the responsibility of Congress or 
the regulators to protect market participants against fundamentals, poor decisions or 
major losses. Their role is to ensure that the markets are able to function properly, free of 
abuses such as manipulation and fraud, and that all market participants are treated fairly. 
Despite the collapse of Amaranth, the fact is that the markets and regulatory system did 
their job, neither the price nor supply of natural gas experienced any significant impact. 
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and the effects of Amaranth’s collapse were largely contained to a discrete time period 
and, unlike other hedge fund issues, did not lead to a bail out or market contagion. 

As Commission Lukken noted in his recent speech, cited above, “[djespite the 
stress to the system inciured by Amaranth’s falter, the CFTC’s regulatory safeguards - as 
well as those of the exchanges, clearinghouses and intermediaries - worked as intended 
and the impact of this failure did not spread systemically beyond the firms involved.” 

The Federal Energy Regulatory Commission (“FERC”) as well noted, in the aftermath of 
the Amaranth collapse, that “despite Amaranth’s loss and subsequent sale of its natural 
gas positions, activity in the futures market related to this time period has remained fairly 
stable at record levels, not decrease [sic]. To some degree, that level of interest may be 
seasonal. Still despite a spectacular failure by an active participant in financial gas 
markets, winter positions remain significant.” FERC Report, 2006-07 Natural Gas 
Summary, http://www.ferc.gov/EventCalendar/Files/2006 101911 0945-A-3-talking.pdf 
While, as I will discuss, we support enhancements to the current oversight of the markets, 
these events simply do not warrant any wholesale changes to the level or nature of 
regulation. 

ICE Supports Many of the Report’s Recommendations 

Notwithstanding the issues raised above, we believe that the Permanent 
Subcommittee Report will result in further enhancements to the current regulatory 
structure and we strongly support a number of its recommendations. First, we share the 
Subcommittee's view that the funding of the CFTC should be increased and its staffing 
and resources significantly expanded. The CFTC is obviously a critical component in the 
system of market controls and oversight and its role is critical in ensuring the continued 
integrity of all markets within its jurisdiction. With the growth of these markets and the 
introduction of new types of market participants, it is essential that the CFTC have the 
tools it needs to oversee the markets and to perform its vital functions. Second, we 
support the closing of the "Enron Loophole." While ICE does not operate under this 
provision, and, to our knowledge, it is not currently being relied upon by other market 
participants, it creates an unnecessary opportunity for dealers to operate OTC markets 
completely outside of the CFTC's regulatory jurisdiction. There is no reason why all 
electronic platforms, including single-dealer platforms, should not be subject to the same 
requirements as ECMs. Finally, we fully endorse enhancements to the quality and 
quantity of information currently available to the CFTC and, in particular, its ability to 
integrate data from ICE and NYMEX. 

We understand the surface appeal of the so-called “level playing field” argument 
for treating and regulating ICE and NYMEX’s futures market similarly. However, these 
markets are fundamentally different in significant respects, and any regulatory approach 
must take those differences into accoimt. Also, this argument ignores the much larger 
OTC market outside of both ICE and NYMEX. Indeed, as we have noted, if there is a 
comparison between ICE and NYMEX products to be made, it is the comparison between 
ice’s OTC market and NYMEX’s cash-settled swap, not its futures market. While we 
support the maintenance of a “level playing field,” we do not believe that this can or 
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should result in regulating cash-settled OTC contracts in the same manner as physically- 
settled futures contracts because they are fundamentally different products. 

Thank you for the opportunity to share our views with you on these important 
issues. We once again commend the Subcommittee and its Staff on their excellent work 
in this area. I would be happy to answer any questions you may have. 
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Thank you, Mr. Chairman and members of the Subcommittee. On behalf of the Commodity 
Futures Trading Commission (CFTC or Commission), we appreciate the opportunity to discuss 
the CFTC, our role with respect to the futures markets, our view of the markets as the 
government regulator charged with overseeing them and your report’s conclusions, 

CFTC Mission 

The CFTC’s mission is two-fold: to protect the public and market users from manipulation, 
fraud, and abusive practices; and to promote open, competitive and financially sound markets for 
commodity futures and options. 

Congress created the CFTC in 1974 as an independent agency with the mandate to regulate 
commodity futures markets, and later option markets, in the United States. To do this, the 
Commission employs a highly-skilled and dedicated staff who work within three major programs 
- Market Oversight, Clearing and Intermediary Oversight, and Enforcement. These divisions 
have distinct and separate charges and standards to meet, white working in conjunction to ensure 
market integrity and economic opportunity. The three major Commission programs are 
complemented by other offices, including the Office of the Chief Economist, Office of the 
General Counsel, Office of International Affairs and Office of Proceedings. The Chairman and 
Commissioners’ offices provide agency direction, and stewardship over CFTC’s human capital, 
financial management, and information technology resources. Given the Committee’s interest 
in our exchange oversight operations, we’ll begin by describing that function, and provide 
additional background on the Commission’s other main operating divisions. I will address the 
Committee’s questions and concerns relating to “excessive speculation” and oversight of exempt 
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commercial markets, and conclude our remarks with comments on Amaranth and certain 
budgetary concerns relating to the Commission. 

CFTC Division of Market Oversight 

The Commodity Exchange Act (CEA or Act) provides that the Commission has exclusive 
jurisdiction with respect to accounts, agreements, and transactions involving commodity futures 
and options contracts that are required to be traded or executed on a designated contract market, 
also known as a “DCM” or an exchange. One of the purposes of the CEA is “to serve the public 
interests . . . through a system of effective self-regulation of trading facilities . . . under the 
oversight of the Commission.”’ DCMs are regulated entities that are self-regulatory 
organizations (SROs) subject to comprehensive oversight by the CFTC. DCMs can list for 
trading any type of contract, they can permit intermediation, and all types of traders (including 
retail traders) are permitted to participate in their markets. The CFTC’s Division of Market 
Oversight (DM0) is responsible for monitoring and evaluating a DCM’s operations and it 
conducts surveillance of all activity on DCMs, as described below. 

DCMs must comply with a number of designation criteria and core principles as a condition for 
initial CFTC approval and continuing operation. Once operational, DCMs, as SROs, must 
establish and devote resources toward an effective oversight program, which includes 
surveillance of all activity on their markets to detect and deter manipulation and trading abuses. 
That responsibility includes, among other things, ensuring that listed contracts are not readily 
susceptible to manipulation, addressing conflict of interest situations, ensuring fair trading, 
providing for the financial integrity of contracts, utilizing effective rules to deal with market 
emergencies, and complying with comprehensive reporting and recordkeeping requirements. 
DM0 staff review all exchange new product and rule filings to ensure that they comply with the 
core principles set forth in the Act and the Commission’s regulatoty requirements. 

DMO’s market surveillance mission regarding DCM activity is to ensure market integrity and 
customer protection in the futures markets. Traders establishing positions on DCMs are subject 
to reporting requirements so that DM0 staff and the DCM can evaluate position sizes to detect 
and deter manipulation. In addition, trade practice surveillance involves compilation and 
monitoring of transactional-level data by the Commission and the DCM to detect and deter 
abusive trading such as wash sales, money laundering and trading ahead of customers (trade 
practice surveillance). The surveillance staff conducts active market and trade practice 
surveillance of all future.s and options trading activity that occurs on DCMs. 

Under the CEA, the primary mission of market surveillance is to identify situations that could 
pose a threat of manipulation and to initiate appropriate preventive actions. Each day, for the 
estimated 1 ,400 active futures and option contracts in the U.S., DM0 market surveillance staff 
monitors the activities of large traders, key price relationships, and relevant supply and demand 
factors to ensure market integrity. 

The market surveillance staff focuses, for example, on looking for large positions, especially in 
comparison to potential deliverable supply of the commodity. Such a dominant position might 
provide a trader an opportunity to cause a price manipulation, such as in a “squeeze,” in which, 
for example, a single trader might hold a large long (buy-side) position and demand delivery of 
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more of a commodity than is available for delivery. In such a situation, traders holding short 
(sell-side) positions may have no alternative but to buy back their positions at artificially high 
prices dictated by the dominant long trader. 

The market surveillance program uses many sources of daily market information. Some of this 
information is publicly available, including data on: the overall supply, demand, and marketing 
of the underlying commodity; futures, option and cash prices; and data on trading volume and 
open contracts. Some of the information is highly confidential, including position and trading 
data that the Commission regularly receives from DCMs, intermediaries, and large traders. 

DCMs report to the Commission the daily positions and transactions of each of their clearing 
members. The data are transmitted electronically during the morning after the “as of’ trade date. 
They show separately, for proprietary and customer accounts, the aggregate position and trading 
volume of each clearing member in each futures and option contract. The data are useful for 
quickly identifying the firms that clear the largest buy or sell volumes or hold the biggest 
positions in a particular market. The clearing member data, however, do not identify the 
beneficial owners of the positions. 

To address this limitation, DM0 uses a large-trader reporting system. Under this system, 
clearing members, futures commission merchants (FCMs), and foreign brokers (collectively 
called “reporting firms”) electronically file daily reports with the Commission. These reports 
contain the futures and option positions of individual traders that hold positions above specific 
reporting levels set by Commission regulations, and allow DMO staff to review the beneficial 
owners of futures positions. If, at the daily market close, a reporting firm has a trader holding a 
position at or above the Commission's reporting level in any single futures month or option 
expiration, it reports that trader's entire position in all futures and options expiration months in 
that commodity, regardless of size. 

Since traders frequently carry futures positions through more than one FCM, and since 
individuals sometimes control or have a financial interest in more than one account, the 
Commission routinely collects information that enables its surveillance staff to aggregate related 
accounts. Reporting firms file information with the CFTC to identify each new account that 
acquires a reportable position. In addition, once an account reaches a reportable size, the account 
owner periodically is required to file a more detailed report to further identify accounts and 
reveal any relationships that may exist with other accounts or traders. 

Surveillance economists prepare weekly summary reports for futures and option contracts that 
are approaching their expiration periods. Regional surveillance supervisors immediately review 
these reports. Surveillance staff advises the Commissioners and senior staff of significant market 
developments at weekly surveillance meetings (which are non-public, closed meetings) so they 
will be prepared to take action if necessary. 

Typically, the Commission gives the DCM, as the front-line regulator, the first opportunity to 
resolve any issue arising in its markets. If a DCM fails to take actions that the Commission 
deems appropriate, the Commission has broad emergency powers under the CEA to order the 
DCM to take specific actions. Such actions could include limiting trading, imposing or reducing 
limits on positions, requiring the liquidation of positions, extending a delivery period, or closing 
a market. Fortunately, most issues are resolved without the need to use the Commission's 
emergency powers. The fact that the Commission has had to take emergency action only four 
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times in its history demonstrates its commitment to refrain from intervening in the futures 
markets unless all other efforts have been unsuccessful. 

In addition to market surveillance, DMO staff monitors trading activity on DCMs in order to 
detect and prevent possible trading violations. To help accomplish this mission, staff engages in 
various analyses to profile trading activity and conducts trade practice investigations. These 
functions require the collection of trade data and the ability to process those in various ways for 
further analysis. In this regard, DMO currently operates the Electronic Database System 
(EDBS), a system developed in the mid-1980s, to process and maintain information concerning 
trading activity on DCMs. EDBS is an older system with limited capabilities, especially with 
respect to trading data collected from electronically traded markets. The Commission is in the 
process of replacing EDBS with a more robust tool, the Trade Surveillance System (TSS). The 
primary function of TSS is to collect and make all trade data accessible to staff so they can 
retrieve, organize, and analyze trade data to assess DCM compliance with the Act and 
Commission regulations. TSS will assist staff in conducting timely, customized analyses of all 
trading activity; examining side-by-side trading (same contract trading simultaneously on an 
exchange floor and an electronic trading platform) and cross-market activity (similar or identical 
contracts trading on different exchanges); and detecting novel and complex patterns of potential 
trading violations involving electronic trading. TSS also will allow DMO staff to respond to 
fast-moving market events, which is crucial to effective trade practice surveillance. The 
identification of potential trading violations results in referrals to relevant DCMs and to the 
Commission’s Division of Enforcement. 

It should be noted that surveillance of DCM trading is not conducted exclusively by the 
Commission. As SROs, DCMs have significant statutory surveillance responsibilities.^ 
Typically, however, surveillance issues are handled jointly by Commission staff and the relevant 
DCM. Surveillance information is shared and, when appropriate, corrective actions are 
coordinated. Situations of particular surveillance interest are jointly monitored and, if necessary, 
verbal contacts are made with the brokers or traders who are significant participants in the 
market in question. These contacts may be for the purpose of asking questions, confirming 
reported positions, alerting the brokers or traders to the regulatory concern regarding the 
situation, or warning them to conduct their trading responsibly. Throughout its history, the 
Commission, together with the DCMs, has been quite effective in using these methods to resolve 
issues at an early stage. 

Another key DMO oversight role involves staff oversight and assessment of the regulatory and 
oversight activities of DCMs. This involves periodic examinations of DCMs’ self-regulatory 
programs on an ongoing, routine basis to evaluate their compliance with applicable core 
principles under the Act and the Commission’s regulations. These examinations, known as 
“Rule Enforcement Reviews,” result in reports that evaluate a DCM’s compliance and 
surveillance capabilities. The reports set forth recommendations for improvement, where 
appropriate, with respect to a DCM’s trade practice surveillance, market surveillance, 
disciplinary, audit trail, and dispute resolution programs. These reviews promote and enhance 
continuing, effective self-regulation and ensure that exchanges rigorously enforce compliance 
with their rules. The reports are made public and are posted on the Commission’s Website. 


^ See, e.g.. Sections 5(b)(2) and 5(d)(4) of the CEA, 7 U.S.C. §§ 7(b)(2), 7(d)(4). 
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In conclusion, the Commission has a comprehensive market oversight program to detect and 
prevent disruption of the economic functions of all the commodity futures and option markets 
that it regulates. 

CFTC Division of Clearing and Intermediary Oversight 

The Commission’s Division of Clearing and Intermediary Oversight (DCIO) is responsibile for 
and plays an integral role in ensuring the financial integrity of all transactions on the markets that 
it regulates. 

DCIO meets these responsibilities through an oversight program that includes the following 
elements: (1) conducting risk-based oversight and examinations of industry SROs responsible 
for overseeing FCMs, commodity trading advisors, commodity pool operators, and introducing 
brokers, to evaluate their compliance programs with respect to requirements concerning fimess, 
net capital, segregation of customer funds, disclosure, sales practices, and related reporting and 
recordkeeping; (2) conducting risk-based oversight and examinations of all Commission- 
registered derivatives clearing organizations (DCOs) to evaluate their compliance with core 
principles, including their financial resources, risk management, default procedures, protections 
for customer funds, and system safeguards; (3) conducting financial and risk surveillance 
oversight of market intermediaries to monitor compliance with the provisions of the CEA and 
Commission regulations; (4) monitoring market events and conditions to evaluate their potential 
impact on DCOs and the clearing and settlement system and to follow-up on indications of 
financial instability; and (5) developing regulations, orders, guidelines, and other regulatory 
approaches applicable to DCOs, market intermediaries, and their SROs. Collectively, these 
functions serve to protect market users, the general public and producers, to govern the activities 
of market participants, and to enhance the efficiency and effectiveness of the futures markets as 
risk management mechanisms. DCIO’s most important function is to prevent systemic risk and 
ensure the safety of customer funds. 

The DCOs that the Commission currently regulates are located in New York, Chicago, Kansas 
City, Minneapolis and London, England. The intermediaries overseen by the Commission are 
located throughout the United States and in various other countries. 

CFTC Division of Enforcement 


At any one time, the Division of Enforcement (Enforcement) is investigating and litigating with 
approximately 700 to 1000 individuals and corporations for alleged fraud, manipulation, and 
other illegal conduct. Working closely with the President’s Corporate Fraud Task Force, 
Enforcement is staffed with skilled professionals who prosecute cases involving complex over- 
the-counter (OTC) and on-exchange transactions. Enforcement also routinely assists in related 
criminal prosecutions by domestic and international law enforcement bodies. 

During the last five years, Enforcement has maintained a record level of investigations and 
prosecutions in nearly all market areas, including attempted manipulation, manipulation, market 
squeezes and comers, false reporting, hedge fund fraud, off-exchange foreign currency fraud, 
brokerage compliance and supervisory violations, wash trading, trade practice misconduct, and 
registration issues. 
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In the energy sector alone. Enforcement investigated Enron and dozens of national and 
international energy companies, as well as hundreds of energy traders and hedge funds around 
the country. As a result of those efforts, the Commission prosecuted numerous traders and 
corporate entities. At the same time, in other market sectors, Enforcement prosecuted more than 
50 hedge funds and commodity pool operators for various violations, and filed actions against 
more than 360 individuals and companies for off-exchange foreign currency fraud and 
misconduct. 

Enforcement receives referrals from several sources; the CFTC’s own market surveillance staff; 
the compliance staff at exchanges; market participants and members of the public; and other 
State, Federal, and international regulatory authorities. During an investigation, the CFTC may 
grant formal administrative subpoena authority, which enables Enforcement to obtain relevant 
materials (for example, audio recordings, e-mail and trade data) and testimony from witnesses. 

If warranted, at the conclusion of its investigation, Enforcement will recommend to the 
Commissioners that the CFTC initiate a civil injunctive action in Federal district court or an 
administrative proceeding. The CFTC may obtain temporary statutory restraining orders and 
preliminary and permanent injunctions in Federal court to halt ongoing violations, as well as 
civil monetary penalties, appointment of a receiver, the freezing of assets, restitution to 
customers, and disgorgement of unlawfully acquired gains. Administrative sanctions may 
include orders suspending, denying, revoking, or restricting registration; prohibiting trading; and 
imposing civil monetary penalties, cease and desist orders, and orders of restitution. 

The CFTC also refers enforcement matters to the Department of Justice. Criminal activity 
involving commodity-related instruments can result in prosecution for criminal violations of the 
CEA and for violations of Federal criminal statutes, such as mail fraud or wire fraud. 

CFTC Speculative Position Limits and “Excessive Speculation” 

Under the CEA, the concept of “excessive speculation” is based on trading that results in 
“sudden or unreasonable fluctuations or unwarranted changes in the price” of commodiries 
underlying futures transactions,^ When Congress enacted the CEA in 1 974, it included a number 
of statutory provisions specifically relating to market price distortions. Several of these 
provisions prohibit market manipulation, making it a violation of the Act to manipulate the price 
of a commodity in interstate commerce or for future delivery." Congress also included an 
enabling provision stating that excessive speculation is a burden on interstate commerce.^ This 
provision does not make excessive speculation a per se violation of the Act, but rather, requires 
the Commission to enact regulations to address such trading (for example, through speculative 
position limits). 

The rationale for the distinction between manipulation and “excessive speculation” is two-fold. 
Manipulation of market prices is a clear and undeniable threat to the integrity of the marketplace 
and to the fundamental purposes of futures markets - risk management and price discovery - and 
there is a long-standing body of law defining the parameters of futures market manipulation.® 


^ CEA Section 4a(a), 7 U.S.C. § 6a(a). 

' CEA Sections 6(c), 6(d), 9(a)(2), 7 U.S.C. §§ 9, 13, 13b, 15. 

^ CEA Section 4a(a), 7 U.S.C. § 6a(a). 

‘ See, e.g.. In the Matter of Indiana Farm Bureau Coop.Ass'n [1982-1984 Transfer Binder] Comm. Ful, L. Rep. 
(CCH) 1 21,796 (CFTC 1982). 
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“Excessive speculation,” on the other hand, is an undefined concept. Futures markets require 
both speculators and hedgers. Speculators provide the market liquidity to allow hedgers to 
manage various commercial risks. Placing limitations on the amount of speculation that an 
individual or entity may engage in necessarily limits the amount of liquidity in the marketplace 
and may limit the ability for hedgers to manage risks, and may limit information flow into the 
marketplace, which could in turn negatively affect the price discovery process and the hedging 
function of the marketplace. 

Congress recognized the difference between these two concepts in enacting separate and distinct 
manipulation and excessive speculation provisions in 1974. Manipulation, a clear market threat, 
is a violation of the Act, while “excessive speculation” (a more ambiguous concept) is addressed 
by the CFTC exercising its regulatory expertise through mlemaking. 

Accordingly, pursuant to Section 4a of the Act, the Commission has utilized its authority to set 
limits on the amount of speculative trading that may occur or speculative positions that may be 
held in contracts for future delivery. The speculative position limit is the maximum position, 
either net long or net short, in one commodity future (or option), or in all futures (or options) of 
one commodity combined, that may be held or controlled by one person (other than a person 
eligible for a hedge exemption) as prescribed by a DCM and/or by the Commission. Moreover, 
CEA Section 5(d)(5)’ requires that an exchange, “to reduce the potential threat of market 
manipulation or congestion, especially during trading in the delivery month . . . shall adopt 
position limitations or position accountability for speculators, where necessary and appropriate.” 

All agricultural and natural resource futures and options contracts are subject to either 
Commission or exchange spot month speculative position limits - and many financial futures 
and options are as well. With respect to such exchange spot month speculative position limits, 
the Commission’s guidance specifies that DCMs should adopt a spot month limit of no more 
than one-fourth of the estimated spot month deliverable supply, calculated separately for each 
contract month. For cash settled contracts, the spot month limit should be no greater than 
necessary to minimize the potential for manipulation or distortion of the contract’s or underlying 
commodity’s price. 

The focus on spot month position limits is because these are the futures months that are most 
vulnerable to manipulation. This vulnerability results, in general, from the fact that a futures 
contract at expiration must result either in physical delivery — which can be used to cause a 
squeeze — or in a final cash settlement — which can be manipulated by heavy trading that distorts 
the index used for the final settlement. These rules are designed to prevent traders from 
accumulating concentrations of contracts of a size that could potentially lead to manipulation or 
disrupt a market. 

As part of its routine, ongoing surveillance program. Commission staff monitor daily large-trader 
reports to ensure compliance with Commission and DCM position limits. When market 
surveillance staff detect an instance of a position limit violation, it takes prompt remedial action 
to require the trader to reduce its position to be in compliance with the position limit. In 
instances of a violation of Commission position limits, market surveillance staff send a warning 
letter to the trader advising that the violation is considered a serious matter, and that any further 
violation could lead to formal action that could result in the suspension or denial of the trader’s 
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trading privileges and assessment of a substantial fine. In instances of violations of exchange 
position limits, market surveillance staff refer the violation to the exchange and request to be 
advised of what action is taken in the matter. In instances of repeated violations of Commission 
and/or exchange position limits by a trader, market surveillance staff refer the matter to the 
Commission’s Division of Enforcement for investigation and possible initiation of formal 
Enforcement action. 

With respect to trading outside the spot month, the Commission typically does not require 
speculative position limits. Under the Commission’s guidance, an exchange may replace 
position limits with position accountability for contracts on financial instruments, intangible 
commodities, or certain tangible commodities. If a market has accountability rules, a trader - 
whether speculating or hedging - is not subject to a specific limit. Once a trader reaches a preset 
accountability level, however, the trader must provide information about his position upon 
request by the exchange. In addition, position accountability rules provide an exchange with 
authority to restrict a trader from increasing his position if so ordered by the exchange. 

Finally, in order to achieve the purposes of the speculative position limits, the Commission and 
the DCMs treat multiple positions held on a DCM’s market that are subject to common 
ownership or control as if they were held by a single trader. Accounts are considered to be under 
common ownership if there is a 1 0 percent or greater financial interest. The mles are applied in 
a manner calculated to aggregate related accounts. 

Violations of exchange-set or Commission-set limits are subject to disciplinary action, and the 
Commission, or a DCM, may institute enforcement action against violations of exchange 
speculative limit rules that have been approved by the Commission. To this end, the 
Commission approves all position limit rules, including those for contracts that have been self- 
certified by a DCM. 

It is important to note that the fundamental thrust of the Commission’s manipulation and 
excessive speculation provisions has not changed in any of the Commission’s six 
reauthorizations since 1974. In other words, in the three decades since enactment of the Act, 
Congress has not determined in any one of its comprehensive reviews of the CEA, to make 
“excessive speculation” a per se violation of the CEA, but rather has continued to rely on the 
agency and the self-regulatory organizations to address excessive speculation through regulatory 
measures. 

Oversight of Exempt Commercial Markets 

Congress included a provision in the Commodity Futures Modernization Act of 2000 (CFMA) to 
govern a new type of trading facility known as an Exempt Commercial Market (ECM).® As 
outlined in Section 2(h)(5)(F) of the CEA, ECMs are not “registered with, or designated, 
recognized, licensed or approved by the Commission.” ECMs, as well as transactions executed 
on ECMs, are statutorily exempt from most provisions of the CEA. Trading on an ECM such as 
the Intercontinental Exchange in Atlanta (ICE) is not subject to regular, ongoing market 
surveillance oversight by the Commission. Under current law, the Commission does not have the 
legal authority to limit the size of a trader’s position on an ECM. Nor are ECMs required to 
comply with the self-regulatory obligations required of DCMs, such as adopting position 
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limitations or position accountablility rules. The Commission does retain fraud and 
manipulation authority over ECMs. To assist the Commission in carrying out its fraud and 
manipulation authority, ECMs are required to maintain a record of allegations or complaints 
received by the trading facility concerning instances of suspected fraud or manipulation and to 
forward them to the Commission.’ 

ECMs are also subject to certain limited reporting requirements that are authorized under Section 
2(h)(5)(B)(i) of the CEA and spelled out in Commission Regulation 36.3(b).'’ Pursuant to these 
provisions, an ECM is required to identify those transactions conducted on the facility with 
respect to which the ECM intends to rely on the statutory Section 2(h)(3) exemption, and which 
averaged five trades per day or more over the most recent calendar quarter. With respect to such 
transactions, the ECM is required to transmit weekly to the Commission certain basic trade 
information, including “the commodity, the [delivery or price-basing] location, the maturity date, 
whether it is a financially settled or physically delivered instrument, the date of execution, the 
time of execution, the price, [and] the quantity."" The reports filed pursuant to Regulation 
36.3(b) can provide Commission surveillance staff with information regarding price spikes or 
unusual divergence between the price of a commodity traded on an ECM and the price of a 
related commodity traded on a DCM. The Regulation 36.3(b) reports, however, do not require 
ECMs to identify the individual traders holding positions on the ECM. 

In addition, an ECM must maintain for five years, and make available for inspection upon 
request by the Commission, records of its activities related to its business as an electronic trading 
facility, including audit trail information sufficient to enable the Commission to reconstruct 
trading activity, and the name and address of each participant authorized to enter into 
transactions on the facility.'^ Should the Regulation 36.3(b) reports, or other information 
obtained by surveillance staff (including information from futures market large trader reports), 
indicate a need for further information from an ECM, Section 2(h)(5)(B)(iii) of the CEA and 
Commission Regulation 36.3(b)(3) give the Commission authority to issue what is known as a 
“special call.” Under the CEA, the Commission can obtain from an ECM “such information 
related to its business as an electronic trading facility exempt under paragraph [2(h)](3) ... as the 
Commission may deem appropriate.” The issuance of a special call to an ECM is simply an 
indication that the Commission’s staff is seeking additional information. A special call, in and of 
itself, is not evidence of improper or illegal market behavior. 

Finally, if the Commission determines that an ECM performs a significant price discovery 
function for transactions in the cash market for the commodity underlying any agreement, 
contract, or transaction traded on the facility, the ECM must publicly disseminate, on a daily 
basis, information such as contract terms and conditions, trading volume, open interest, opening 
and closing prices or price ranges, or other price information approved by the Commission.'^ To 
date, the Commission has not made such a determination. 

In part due to the lessons learned from the fall of Amaranth, the CFTC has been regularly 
utilizing its special call authority to request information from ICE. This information assists us in 


^ Commission Regulation 36.3(b)(iii), (iv), 17 C.F.R. § 36.3(b)(iii), (iv). 

17 C.F.R.§ 36.3(b). 

' ' ICE has been submitting such trade data for natural gas transactions meeting the regulatory reporting threshold 
since January 1, 2005. 

'' CEA Section 2{h)(5)(B)(ii), 7 U.S.C. § 2(hX5)(BXii). 

” CEA Section 2{h)(4XD), 7 U.S.C. § 2(h)(4)(D); Commission Regulation 36.3(c)(2), 17 C.F.R. § 36.3(c)(2). 
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the regulation of activities on DCMs, and we believe it helps us to get a more comprehensive 
picture of the marketplace, given the similarity of ICE’s natural gas contracts to those traded on 
the New York Mercantile Exchange (NYMEX). On September 28 and December 1, 2006, 
respectively, tbe Commission issued two special calls to ICE that required ICE to provide 
position data to the Commission, on an ongoing basis, related to transactions in ICE’s most 
heavily traded natural gas swap contracts. Specifically, these separately-issued special calls 
required that ICE provide the Commission with clearing member position data and individual 
trader position data in the various ICE natural gas contracts that are cash-settled based on 
NYMEX natural gas contracts. 

The special call for clearing member position data was issued by the Commission on September 
28, 2006, and the Commission has been receiving responsive data from ICE, on a daily basis, 
since October 10, 2006. The individual trader position data special call was issued on December 
1, 2006. ICE found it necessary to make various technical adjustments to its systems in order to 
produce the requested materials, which it has done. Those adjustments are now in place, and the 
Commission received the first hatch of individual trader daily position data on Febraary 16 
(showing positions as of February 15) and continues to receive that information on an ongoing 
basis. 

These two special calls were issued primarily in order to assist Commission staff in its 
surveillance of the related NYMEX natural gas eontracts. Compliance with special calls is not 
voluntary, but mandatory. The special calls were not issued as part of an investigation of any 
particular market participant or trading activity on either ICE or NYMEX. Nor were they issued 
in order to conduct regular market surveillance of ICE contracts themselves. The information 
provided by ICE through the special calls is comprehensive, but it does not duplicate the 
information that the Commission collects through its DCM surveillance programs. 

Despite the difference in regulatory authorities over DCMs and ECMs, the Commission is aware 
that when markets trade similar products or products that can be arbitraged, information 
regarding activity in one market tends to be incorporated into the other. This is almost certainly 
the case when large numbers of traders operate in both markets, as is the case between NYMEX 
and ICE. 

On tbe last trading day, NYMEX contracts are settled by physical delivery of natural gas, 
whereas ICE contracts are settled based on the NYMEX final settlement price. Because the ICE 
contracts settle off of the NYMEX price, it is clear that NYMEX prices affect ICE prices. It 
appears that price discovery in the natural gas contract may occur at both trading facilities. That 
is to say, information first affecting the ICE price is immediately conveyed to NYMEX and 
infonnation first affecting the NYMEX price is immediately conveyed to ICE. 

Given that price discovery may be conducted at both ICE and NY.MEX, successful manipulation 
of the ICE price would be reflected in the NYMEX price. Arbitrage between ICE and NYMEX 
makes it possible for ICE prices to influence NYMEX prices. Since the Commission has not 
conducted a review of surveillance practices at ICE, our response cannot be as soundly based as 
would be tbe case were we asked about manipulation possibilities at NYMEX. However, the 
ability to manipulate prices on either has likely been reduced, given that ICE has broadened 
participation in contracts for natural gas. 
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Amaranth: CFTC Chief Economist’s Overview 


Understanding how the CFTC operates within its statutory authority is important when analyzing 
market events like the collapse of Amaranth in early fall of 2006. 


In September 2006, funds managed by Amaranth Advisors, LLC, lost approximately $6 billion, 
or two-thirds of their value. The losses were due largely to Amaranth’s natural gas positions at 
NYMEX and at ICE. As Figure 1 shows, Amaranth had positioned itself to profit on a widening 
difference between the prices of natural gas contracts expiring in the winter and natural gas 
contracts expiring in non-winter months. Such a strategy would have been profitable if prices for 
winter-delivery fixtures contracts had risen relative to prices for non-winter-delivery contracts. 


Amaranth Natural Gas Net Position (NYMEX and ICE) 
as of 9/15/06 

(October 2006 tfirough May 2009) 
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Figure 1. 


Figure 2 illustrates one component of Amaranth’s strategy. This Figure shows the spread 
position held by Amaranth in NYMEX natural gas futures contracts (and futures equivalent 
option contracts) for the delivery months of March and April 2007. The Figure shows that 
Amaranth held a “long” position in the March 2007 contract while simultaneously holding a 
“short” position in the April 2007 contract. Amaranth held a similar position on ICE. Amaranth 
began significantly ramping up this spread position in the spring of 2006. The difference 
between the March price and the April price is referred to as the “spread price,” which is also 
displayed in Figure 2. As can be seen in the Figure, the spread price began to fall during the last 
week of August 2006. As the March/April spread fell from $2.50 per mmBTU in August to $.75 
per mmBTU in mid-September, Amaranth’s losses mounted. 
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March-Aprll 2007 NYRflEX Natural Gas Futures Position 
and Spread for the Time Period of 8/1/06 to 9/19/06 
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Figure 2. 

After Amaranth’s collapse, the CFTC’s Office of the Chief Economist (OCE) analyzed the 
situation using statistical evidence. It is important to provide a historical context of the market in 
which Amaranth was operating. As can be seen in Figure 3, the unusually large level of the 
spread price began to appear around the time of Hurricane Katrina in 2005. The spread was the 
largest March/April spread ever observed. However, Amaranth did not begin accumulating its 
large position in the March/April 2007 spread until the spring of 2006. In other words, the 
March/April spread was at a historically high level for many months before Amaranth began 
accumulating its large March/ April position. 
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Natural Gas March-April 2007 Spread 
January 2004 - February 2007 
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The OCE analysis of Amaranth trading data failed to conclude that Amaranth’s trading was 
responsible for the spread price level observed during 2006. The OCE analysis looked at the 
statistical relationship between changes in Amaranth positions, and changes in spread prices. In 
particular, the analysis focused on whether changes in Amaranth’s positions caused short-term or 
longer-term changes in spread prices. The analysis found evidence of a causal relationship 
between changes in Amaranth’s spread positions and changes in spread prices during 2006. 
Using a subset of 2006 data (April 15 to August 25) there is evidence of “two-way causality” - 
meaning that changes in Amaranth’s positions influenced market prices at the same time changes 
in market prices influenced Amaranth’s positions. 


If Amaranth were dominating markets, OCE would have expected the statistical tests to have 
shown “one-way causality,” where changes in Amaranth’s positions would have influenced 
market prices but market prices would not have influenced Amaranth positions. That would 
have demonstrated statistically tliat Amaranth’s positions were clearly driving the price. As 
noted above, OCE believes that Amaranth and the market appear to have been reacting to each 
other reciprocally. 

On another point, interpreting open interest figures to discern market power, such as in the 
Committee staff report, requires special care. In futures markets, open interest is not a fixed 
level but can expand or contract depending on whether traders open or close contracts. Although 
Amaranth held the largest share of open interest, it was not holding a concentrated position of a 
fixed inventory of contracts. The market was completely open to other traders forming contracts 
at prices they found mutually agreeable. There were no barriers foreclosing the possibility of 
other traders entering the market. Because other traders were free to enter the market at any 
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time, one must be cautious before concluding that Amaranth’s level of open interest on one side 
of the market represented market power that dictated the level of the spread price. 

Open interest represents trades made in the past. The futures price at any point in time is 
determined where a bid meets an offer. Open interest, by itself, cannot exert any influence on 
the prevailing level of bids and offers. Open interest can be an important factor in determining 
how a trader will behave in the future. For example, if it is known that a trader holds a large 
open position, other traders must consider the possibility that the large trader will change its 
position in the future. 

In the OCE analysis, all of the data are consistent with the hypothesis that the March/April 
spread, and similar winter/summer spreads, declined due to changes in perception of market 
fundamentals. Amaranth established a large spread position that could only have been profitable 
if the unusually high spread price had become even more unusually high. Such a profitable 
scenario would have occurred if winter natural gas supplies had been disrupted by, for example, 
an active hurricane season in the Gulf of Mexico. In fact, the Gulf hurricane season proved to be 
less active than predicted, and instead of a widening price relationship between winter and non- 
winter natural gas futures contracts, the price difference narrowed considerably, resulting in 
significant trading losses to Amaranth. 

There were particular dates in which changes in Amaranth’s positions corresponded with 
temporary changes in spread prices. July 31 is one such date where the March/April spread price 
rose to an all-time high of $2.61 per mmBTU on the day that Amaranth significantly increased 
its position in this spread. However, the spread dropped back in the next trading session. 
Trading on this day was affected by a number of news stories about natural gas storage numbers 
(news released the previous day) and revised weather forecasts. Because of multiple events on 
this day it is difficult to attribute the spread increase to any one factor, including Amaranth’s 
trading activity. If Amaranth was responsible for this temporary change in the spread price, the 
result is consistent with a story of a large trader trading in an illiquid market. Over time, sellers 
of the spread were attracted to the market and the spread price was quickly returned to a normal 
level for that time. 

While OCE’s economic analysis of what happened with Amaranth occurred after the fact, the 
Commission was aware of Amaranth’s activities in the months leading up to September through 
our regular financial and market oversight surveillance. 

JP Morgan Futures, a Commission-registered FCM was Amaranth’s clearing broker at NYMEX. 
As the clearing broker, JP Morgan Futures was the NYMEX’s counterparty for all positions that 
it cleared in the customer account with NYMEX, including the positions held by Amaranth. In 
the futures industry, customers have no legal relationship with clearing organizations and must 
eventually have all positions cleared and carried at clearing organizations, like NYMEX, by a 
clearing broker. Customers only have a legal relationship with their brokers. However, in 
exercising prudential risk management NYMEX also reviewed the positions and margin 
requirements of JP Morgan Futures’ customers. 

NYMEX staff periodically spoke with JP Morgan Futures staff about the Amaranth portfolio of 
cleared NYMEX positions. Under NYMEX rules, JP Morgan Futures was subject to capital 
based position limits. These rules limit the size of the positions a clearing member can carry in 
its proprietary and customer accounts according to the amount of capital it has. JP Morgan 


CFTC 


PAGE 14 OF ie 



192 


Futures never exceeded these limits. Only ten to twelve NYMEX firms had sufficient capital to 
carry an account the size of Amaranth. 

As part of its routine financial surveillance. Commission staff first contacted NYMEX staff 
about the Amaranth account in June 2006. When the Commission began receiving information 
about the losses experienced by Amaranth, the financial surveillance staff began actively 
monitoring the Amaranth account in early August 2006. Staff reviewed position information for 
NYMEX cleared products from the CFTC’s large trader reporting system. Staff also reviewed 
information it received from NYMEX each day about the daily settlement and margin 
requirements for JP Morgan Futures. 

Throughout this period, JP Morgan Futures met all of its obligations to NYMEX and staff had 
evidence that the Amaranth account at JP Morgan Futures was fully margined at all times during 
this period. Therefore, from a risk perspective, staff had no basis to recommend to the 
Commission that steps be taken to limit the size of Amaranth’s positions. Further, staff had no 
evidence that the losses incurred by Amaranth would have significant negative impacts on other 
market participants. 

Through its large-trader reporting system, the Commission is aware of the positions of all traders 
in all contracts traded on DCMs, such as NYMEX, that have positions above reportable levels. 
Accordingly, Commission staff was aware of the size of Amaranth’s positions in natural gas 
contracts traded on NYMEX at all times during 2006. Flowever, Commission staff was not 
aware of the size of Amaranth’s positions on ICE until after Amaranth’s armouncement of 
substantial trading losses on September 18, 2006. 

Commission market surveillance staff monitored Amaranth’s compliance with NYMEX’s 
position limit, position accountability, and hedge exemption rules. Commission staff was aware 
of NYMEX’s action in early August 2006 to limit the size of Amaranth’s NYMEX positions in 
the September, October, and November 2006 natural gas futures contracts. The Commission’s 
staff was satisfied that NYMEX was properly monitoring Amaranth’s position, and properly 
enforcing its position accountability rules. Commission staff did not view the size of 
Amaranth’s NYMEX positions - especially in non-nearby futures months - as per se evidence of 
improper or manipulative trading. While natural gas forward curve spreads were unusual during 
this period, it was not at all clear that this was caused by excessive speculation. The summer of 
2006 was forecast to be a very active hurricane season, and the market clearly remembered the 
devastating impact of the hurricanes of 2005 on the Gulf Coast’s natural gas infrastructure, and 
the resultant sharp increase in winter month natural gas prices. Given this recent history and the 
forecast for another active hurricane season, it was certainly plausible that the unusual forward 
curve spreads incorporated a significant hurricane risk premium. Some market participants and 
observers may have believed that the risk premium was too high, but there was no apparent 
constraint preventing those holding such a view from incorporating that view into the price 
discovery process by selling the risk premium. 

The Commission does not pick winners and losers in the futures markets based on any given 
trading strategy, but does work diligently - and did so in the case of Amaranth - to ensure 
market integrity and customer protections. 

CFTC Budget 
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The current budget that funds the divisions, the technology and surveillance operations, and 
other support staff, is approximately $98 million for the current Fiscal Year (FY). The FY 2008 
President’s Budget request for the CFTC is for an appropriation of SI 16 million and 475 staff - 
an increase of approximately $18 million and 17 staff over the FY 2007 continuing resolution 
appropriation which supports a level of 458 staff. 

We are grateful for the Administration’s recognition of the need for increased funding for our 
agency. The FY 2008 Budget request is a good down payment in an effort to reverse a recent 
downward trend in resources at the Commission, but it is, in perspective, a small recognition of 
the challenge we face, 

Since the CFMA was enacted, there has been a seven-fold increase in the rate of new product 
listings by U.S. exchanges. Nine new DCMs and nine new DCOs have been approved by the 
CFTC. Electronic trading has soared to approximately 60 percent of total volume this year, and 
that percentage is steadily increasing. The competition, product innovation, and increasing use of 
technology fostered by the CFMA meant exponential growth in the futures and option markets, 
especially during the last few years. It has also meant continuing evolution of these markets in 
the form of new trading venues, new trading strategies, new risk management tools, and new 
customers. 

The CFMA replaced the prior “one size fits all’’ regulatory model with a flexible, practical, 
principles-based model for exchanges. U.S. exchanges also were given the authority to approve 
new products and rules through a self-certification process without prior CFTC approval, which 
encouraged innovation and enabled exchanges to act quickly in response to fast-changing market 
conditions. The CFMA also permitted the establishment of non-intermediated trading platforms 
such as ECMs, the growth of which has rapidly matured in recent years. 

During this period of unprecedented growth for the futures industry, however, the CFTC’s 
resources have been steadily diminishing. The CFTC needs additional staff resources in almost 
every program area. Currently, the Commission operates with a staff of 436 - an historic low at a 
time when the industry we regulate is at an all-time high by almost any measure: more volume, 
more trading platforms, more products, more complexity and a more global marketplace. 
Commission employees work hard, work smart, and use technology effectively, but given the 
complexity of the markets we oversee, they are stretched. We have the resources to cany out the 
Commission’s mission on a daily basis - by asking more of staff and putting off some 
technological needs and other programs — but it is clear that the agency can continue at this 
funding level only for the short-term. 

With regard to the adequacy of our surveillance resources, it is useful to consider that the number 
of actively traded contracts trading on U.S. exchanges has more than quintupled in the last 
decade, with most of that growth seen in the last five years. Staff devoted to surveillance today is 
46; ten years ago, it was 58. 

As for Enforcement, staff has fallen from 154 to 110 during the same ten-year period. The 
CFTC prides itself on its vigorous enforcement efforts. However, in derivatives markets that are 
exploding in size and complexity, coupled with its reduced staffing, the CFTC’s enforcement 
professionals are struggling to keep up with the volume and size of its cases. For comparison 
purposes, the enforcement division at the Securities and Exchange Commission is funded with a 
budget that is more than twenty times larger than that for the CFTC’s enforcement operations. 
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We are forced to make hard choices every day on how to prioritize our investigative and 
litigation efforts. 

Technology is critical to enable our professional staff to adequately oversee the markets. 
However, budget constraints have required the Commission to put new systems development 
initiatives and hardware and software purchases on hold. For example. Commission investment 
in technology, as a percentage of total budget, has fallen from approximately 10 percent to 
around 7 percent. This trend is unsustainable given that so much of the growth in the futures 
industry is directly attributable to investments in technology. It is important that the 
Commission not be overwhelmed by the technologically innovative industry we regulate. 

Conclusion 


The CFTC’s last reauthorization expired in 2005, and Congress has worked hard during the past 
two years to try to reauthorize the CFTC and update our statutory mandate. We appreciate the 
efforts of our authorizers, the Senate and House Agriculture Committees, as they continue those 
efforts. 

A part of the reauthorization debate has been regulation of ECM energy markets. It is a 
complicated policy decision that encompasses consideration of a number of issues, including: 
economic opportunity and competition at home and abroad; ensuring customer protections and 
market integrity; promoting growth and innovation of U.S. exchanges; and ensuring a level 
playing field for competitors. Congress, regulators and industry participants have varied 
opinions on the topic and the debate continues. It is important to hear all sides to strike the right 
balance in this complex economic and policy discussion. 

The futures markets have changed dramatically since the passage of the CFMA and the creation 
of the ECM category in section 2(h) of the CEA. This designation was intended to encourage 
innovation for these institutional markets while calibrating the amount of oversight to the risks 
associated with them. However, as the Subcommittee’s staff report lays out, the regulated 
futures markets and exempt commercial markets have become increasingly linked and as a 
result, the public risks associated with these markets have changed. The CFTC has recognized 
this and exercised its existing statutory authorities in order to keep pace with industry growth, as 
needed. For example, through our ECM special call authority, the CFTC is obtaining the 
ongoing production of natural gas trading information from ICE because it helps us in our 
oversight of NYMEX, a regulated DCM, and helps to provide a more comprehensive picture of 
the marketplace. More recently, the CFTC proposed an amendment to clarify that our existing 
regulations require large traders on regulated DCMs to keep information relating to all their 
positions in the commodity subject to the reporting requirements - including information 
regarding transactions executed outside the regulated exchange - and to provide that information 
to the Commission upon request. 

However, the agency is nearing the outer limits of its authority and it is appropriate to have this 
open dialogue with Congress and our fellow regulators about what other tools are needed to 
adequately oversee this marketplace and ensure fair competition and the integrity of the futures 
markets. Policymakers should be measured when considering additional regulation given these 
electronic markets can move offshore and have done so in the past. However, protecting the 
integrity of the price discovery process should be our utmost priority given its broad impact on 
consumers. The Commission continues to devote its resources and energies on addressing this 
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important matter and looks forward to working with the Congress to ensure an appropriate 
amount of oversight. 

This is truly a dynamic time in the futures markets, given the growth in trading volume, product 
innovation and complexity, and globalization - in all commodities, including energy. The 
Commission will continue to work to promote competition and innovation by proactively taking 
down unnecessary barriers to trading in our markets, while at the same time, fulfilling our 
mandate under the CEA to protect the public interest and to enhance the integrity of, and public 
confidence in, U.S. futures markets. 

In closing, we appreciate the Committee’s inquiries into this complex and important area. The 
Subcommittee staff report looks at a number of issues related to the CFTC and makes a number 
of recommendations and conclusions that warrant further debate, which we look forward to 
discussing with you. 

Thank you. 
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JUNE 25, 2007 


I. EXECUTIVE SUMMARY 

Since 2001, the TJ.S. Senate Permanent Subcommittee on 
Investigations (“the Subcommittee”) has been examining the structure 
and operation of U.S. energy markets. In June 2006, the Subcommittee 
issued a bipartisan staff report, The Role of Market Speculation in Rising 
Oil and Gas Prices: A Need to Put the Cop Back on the Beat, ’ analyzing 
the extent to which the increasing amount of financial speculation in 
energy markets has contributed to the steep rise in energy prices over the 
past few years. The report concluded: “Speculation has contributed to 
rising U.S. energy prices,” but also that “gaps in available market data” 
made quantification of the speculative component problematic.^ The 
report endorsed the estimate of various analysts that the influx of 
speculative investments into crude oil futures accounted for 
approximately $20 of the then-prevailing crude oil price of 
approximately $70 per barrel. The report’s analysis was based entirely 
on publicly available data about the overall level of financial 
investments in energy markets and publicly available data on energy 
prices and supplies. 

The Subcommittee’s staff report recommended that the 
Commodity Futures Trading Commission (“CFTC”) be provided with 
the same authority to regulate and monitor electronie energy exehanges, 
such as the Intercontinental Exchange (“ICE”), as it has with respeet to 
the fully regulated futures markets, such as the New York Mereantile 
Exchange (“NYMEX”), to ensure that excessive speeulation did not 
adversely affect the availability and affordability of vital energy 
commodities through unwarranted price increases. Congress has not 
taken any action since then to authorize CFTC oversight of unregulated 
energy markets like ICE. 

Shortly after the Subcommittee issued the report in 2006, the 
natural gas market entered a period of extreme price volatility 
punctuated by the collapse in September 2006 of Amaranth Advisors 
LLC (“Amaranth”), one of the largest hedge funds in the natural gas 
market. From the last week in August until the middle of September 
2006, Amaranth’s natural gas positions lost over $2 billion in value, 
precipitating the liquidation of the entire portfolio of the $8 billion fund. 


' S. Prt, 109-65, 109"’ Congress, 2"" Session (June 27, 2006). 
^ Id., at p. 6. 
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In late summer, natural gas prices began falling. For example, the 
price of the NYMEX futures contract to deliver natural gas in October 
2006 fell from a high of $8.45 per MMBtu in late July to just under 
$4.80 per MMBtu in September, the lowest level for that contract in two 
and one-half years. The difference in price between the NYMEX 
natural gas futures contract for March 2007 and for April 2007 - called 
the price spread - fell from a high of nearly $2.50 per MMBtu in July to 
less than 60 cents in September, a drop of 75 percent. The price for the 
immediate delivery of natural gas, called the spot price, fell from $7.49 
per MMBtu in late August to $3.66 per MMBtu in early October, the 
lowest level in four years. ^ The Electric Power Research Institute 
described this price collapse as “stunning . . . one of the steepest 
declines ever.”'* 

Throughout this period, the market fundamentals of supply and 
demand were largely unchanged. Natural gas supplies were plentiful, 
and the amount of natural gas in storage remained higher than average 
throughout the summer and into the early fall. The large price variations 
in the face of steady supply and demand trends raises several questions: 
If the underlying supply and demand factors were unchanged, what was 
causing the large price swings? To what extent was the collapse of 
Amaranth related to the fall in prices? If Amaranth’s collapse either 
caused or accelerated the price drops, then were Amaranth’s positions 
responsible for the higher prices and large spreads that prevailed 
throughout the summer? Was there adequate market oversight to ensure 
that large hedge funds were not distorting natural gas prices? 

In October 2006, the Subcommittee began its investigation into the 
behavior of natural gas prices earlier in the year. The Subcommittee 
analyzed millions of natural gas transactions from trading records 
obtained from NYMEX and ICE, the two principal exchanges for energy 
commodities, and from Amaranth and other traders. In addition, the 
Subcommittee conducted numerous interviews of natural gas market 
participants, including natural gas traders, producers, suppliers, and 
hedge fund managers, as well as exchange officials, regulators, and 
energy market experts. NYMEX, ICE, Amaranth, and many traders 
cooperated with detailed inquiries. The Subcommittee also reviewed 
commodity market statutes and regulations, and researched a variety of 
legal issues. 

The trading records examined by the Subcommittee disclosed that 
from early 2006 until its September collapse, Amaranth dominated 
trading in the U.S. natural gas financial markets. Amaranth bought and 

^ Federal Energy Regulatory Commission (FERC), Winter 2006-07 Energy Market Assessment, 
Item No.: A-3, October 19, 2006, at p, 2. 

'' Electric Power Research Institute, Natural Gas Issues: Turnaround Prospects, Energy Markets 
and Generation Response, October 2006, at p. I. 
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sold thousands of natural gas contracts on a daily basis, and tens of 
thousands of contracts on certain days. It accumulated tens of thousands 
of natural gas holdings, or “positions,” on both NYMEX and ICE. The 
CFTC defines a “large trader” for reporting purposes in the natural gas 
market as a trader who holds at least 200 contracts; NYMEX examines a 
trader’s position if it exceeds 12,000 natural gas contracts in any one 
month. Amaranth held as many as 100,000 natural gas contracts in a 
single month, representing 1 trillion cubic feet of natural gas, or 5 
percent of the natural gas used in the entire United States in a year. At 
times Amaranth controlled 40 percent of all of the outstanding contracts 
on NYMEX for natural gas in the winter season (October 2006 through 
March 2007), including as much as 75 percent of the outstanding 
contracts to deliver natural gas in November 2006. 

Amaranth’s large positions and trades caused significant price 
movements in key natural gas futures prices and price relationships. For 
example, Amaranth’s purchases of contracts to deliver natural gas in the 
winter months, in conjunction with Amaranth’s sales of natural gas 
contracts for delivery in the summer months, drove winter prices far 
above summer prices. These differences between winter and summer 
prices, called “price spreads,” were far higher in 2006 than in previous 
years - until the collapse of Amaranth, when the price spreads returned 
to more normal levels. On several specific dates, Amaranth’s massive 
trades were responsible for large Jumps in the price differences between 
the futures contracts for March and April 2007. Traders interviewed by 
the Subcommittee said that during the spring and summer of 2006 the 
differences between winter and summer prices were “clearly out-of- 
whack,” at “ridiculous” levels, and unjustified by supply or demand. 

Purchasers of natural gas during the summer of 2006 for delivery 
in the following winter months paid inflated prices due to Amaranth’s 
large-scale speculative trading. Businesses such as utilities had to either 
absorb this added expense or pass the higher costs onto the ultimate 
consumer, such as residential users who paid higher home heating bills. 

The current regulatory system was unable to prevent Amaranth’s 
excessive speculation in the 2006 natural gas market. Under current 
law, NYMEX is required to monitor the positions of its traders to 
determine whether a trader’s positions are too large. If a trader’s 
position exceeds pre-set “accountability levels,” the exchange may 
require a trader to reduce its positions. The Amaranth case history 
demonstrates two critical flaws. First, NYMEX has no routine access to 
information about a trader’s positions on ICE in determining whether a 
trader’s positions are too large. It is therefore impossible under the 
current system for NYMEX to have a complete and accurate view of a 
trader’s position in determining whether it is too large. 
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Second, even if NYMEX orders a trader to reduce its positions on 
NYMEX, the trader can simply shift its positions to ICE where no limits 
apply. This is precisely what Amaranth did after NYMEX finally told 
Amaranth, in August 2006, to reduce its positions in two contracts 
nearing expiration, contracts to deliver gas in September and October 
2006. In response, Amaranth reduced its positions on NYMEX and 
increased them on ICE, maintaining the same overall positions in the 
market. Within a few days. Amaranth resumed increasing its positions, 
mostly on ICE. By the end of August, Amaranth held nearly 100,000 
short positions in the September contract, mostly on ICE, and a total of 
nearly 90,000 short positions for the October contract on both ICE and 
NYMEX. These were huge positions - each variation of one cent in a 
position of 100,000 contracts changes a trader’s profit or loss by $10 
million. As a result, NYMEX’s instructions to Amaranth did nothing to 
reduce Amaranth’s size, but simply caused Amaranth’s trading to move 
from a regulated market to an unregulated one. 

The data analyzed by the Subcommittee, together with trader 
interviews, show that NYMEX and ICE are functionally equivalent 
markets. Natural gas traders use both markets, employing coordinated 
trading strategies. In many instances the volumes on ICE are 
comparable to or greater than the volumes on NYMEX. Traders use the 
natural gas contract on NYMEX, called a futures contract, in the same 
way they use the natural gas contract on ICE, called a swap, for risk 
management and economic purposes. The data show that prices on one 
exchange affect the prices on the other. Given their equivalence, there is 
no sound basis for one exchange to be regulated and the other not. 

The disparity in regulation between NYMEX and ICE results from 
the so-called “Enron loophole” in the Commodity Exchange Act. The 
Enron loophole, which was inserted into the law in 2000 at the request 
of Enron and others, exempts electronic energy exchanges such as ICE 
from CFTC oversight and regulation. Unlike NYMEX, there are no 
limits on the trading on ICE, and no routine government oversight. The 
Amaranth case history demonstrates that the disparity in regulation of 
the two markets prevents the CFTC and the exchanges from fully 
analyzing market transactions, understanding trading patterns, and 
compiling accurate pictures of trader positions and market 
concentration; it requires them to make regulatory judgments on the 
basis of incomplete and inaccurate information; and it impedes their 
authority to detect, prevent, and punish market manipulation and 
excessive speculation. 

Natural gas traders are well aware of the consequences of this 
limitation. For example, when Amaranth’s lead energy trader predicted 
in an email that “boy 1 bet you see some CFTC inquiries” into a price 
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spike that affected the final price of the September 2006 futures contract, 
another trader reminded him that most of the trades had taken place on 
ICE using swaps. The trader wrote: “Until they monitor swaps no big 
deal.” His comment captures the problem - current law requires our 
regulators to oversee U.S. energy markets with incomplete Information 
and inadequate authority. 

To repair the broken regulatory system, Congress needs to require 
currently unregulated exchanges, such as ICE, to comply with the same 
statutory obligations as regulated markets, such as NYMEX, and operate 
under the same rules to prevent market manipulation and excessive 
speculation from affecting the price of vital energy commodities. 

Some market observers contend that Amaranth’s collapse proved 
the energy markets are functioning well because an overly risky trader 
met its demise without harming other traders or the natural gas market as 
a whole. In fact, however, many other market participants were harmed 
by Amaranth’s massive speculative trading. For example, utilities that 
provide gas-powered electricity or heating to homes, schools, hospitals, 
and industries that use natural gas in manufacturing paid inflated prices. 
Many of their costs were passed onto consumers. Some companies told 
the Subcommittee that extreme price swings in the natural gas futures 
market make it more difficult and expensive to use the futures market 
for hedging. Still others told the Subcommittee that they have lost 
confidence in the natural gas market, viewing it not as a mechanism to 
set prices reflecting supply and demand, but as a market increasingly 
responsive to a few dominant traders with sufficient capital to affect 
prices. 

If given authority to police all U.S. energy commodity markets, the 
CFTC should use this authority to monitor aggregate positions taken by 
traders on both NYMEX and ICE, and to analyze trading data from both 
exchanges. Regulators should also strengthen their monitoring and 
oversight to prevent excessive speculation for all of the months in which 
contracts are traded, not just contracts near expiration. The Amaranth 
experience demonstrates how excessive speculation can distort prices of 
futures contracts that are many months from expiration, with serious 
consequences for other market participants. To prevent excessive 
speculation from causing unwarranted price changes, commodity 
regulators need to conduct oversight over both a broader market and for 
a longer time horizon than the next few months. 

A final major problem is the inadequate oversight capabilities of 
the CFTC. The CFTC suffers from antiquated technology systems, a 
shrinking staff, and flat budgets. In part, these budgetary woes have 
occurred because Congress has never authorized the CFTC, as it has 
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virtually every other federal financial regulator, to collect user fees from 
the markets it oversees. Congress needs to provide the CFTC with 
adequate resources to do its job, and authorize user fees to pay for the 
additional expense. 

Energy is a critical factor in the future of the U.S. economy. How 
it is priced is of vital concern. The Amaranth case history is not just the 
story of a single hedge fund dominating the market, but of a broken 
regulatory system that has left our energy markets vulnerable to any 
trader with sufficient resources to alter energy prices for all market 
participants. 

The remainder of this Report details the Amaranth case history. 
Section 11 presents the staff findings and recommendations from the 
Subcommittee’s investigation. Section III provides general information 
on the importance of natural gas to the U.S. economy, its production, 
economic uses, and the fundamentals of natural gas supply and demand. 
Section IV provides general information on the cash and financial 
markets for natural gas, and an overview of the regulatory structure for 
the various types of energy exchanges. Section V describes the unusual 
and extreme behavior of natural gas prices in the spring and summer of 
2006, and analyzes the role of Amaranth and other hedge funds in 
forming those prices. Section V also describes the impact of 
Amaranth’s trading on other market participants. Sections VI and VII 
offer recommendations to restore the integrity of energy commodity 
markets in the United States and protect them against market 
manipulation and excessive speculation. Section VIII contains 
additional Minority Staff views on the Report. 
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II. FINDINGS AND RECOMMENDATIONS 
A. FINDINGS 

(1) A single hedge fund, Amaranth Advisors EEC, dominated 
the U.S. natural gas market in 2006. 

(a) Amaranth accumulated massive natural gas holdings on 
NYMEX and ICE spanning five years, from 2006-2010. 

(b) Amaranth accumulated sueh large positions and traded 
such large volumes of natural gas in 2006, on both NYMEX 
and ICE, that it had a direet effect on U.S. natural gas prices 
and increased price volatility in the natural gas market. The 
larger than usual differences between winter and summer 
futures prices that prevailed during the spring and summer 
of 2006 were largely the result of Amaranth’s large-scale 
trades rather than the normal market interaction of many 
buyers and sellers. 

(c) Amaranth’s 2006 positions in the natural gas market 
constituted excessive speculation. 

(2) In August 2006, Amaranth traded natural gas contracts on 
ICE rather than on NYMEX so that it could trade without any 
restrictions on the size of its positions. 

(a) When NYMEX directed Amaranth to reduce its 
positions in September 2006 and October 2006 natural gas 
futures contracts, Amaranth simply transferred those 
positions to ICE, an unregulated market, thereby 
maintaining its overall speculative position in the natural 
gas market. 

(b) NYMEX’s attempt to limit speculative trading during 
the last day of trading on the September 2006 natural gas 
futures contract failed, because neither NYMEX nor the 
CFTC had any authority, mandate, or ability to limit trading 
on ICE that affected the pricing of the NYMEX futures 
contract. 

(3) Amaranth’s actions in causing significant price movements 
in the natural gas market demonstrate that excessive 
speculation distorts prices, increases volatility, and increases 
costs and risks for natural gas consumers, such as utilities, who 
ultimately pass on inflated costs to their customers. 

(a) Purchasers of natural gas during the summer of 2006 for 
delivery in the following winter months paid inflated prices 
due to Amaranth’s speculative trading. 
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(b) Many of these inflated costs were passed on to 
consumers, including residential users who paid higher home 
heating bills. 

(4) The two major U.S. exchanges that trade natural gas - 
NYMEX and ICE - affect each other’s prices. 

(a) Significant volumes of natural gas are traded on both 
NYMEX and ICE, and both markets play a key role in 
setting U.S. natural gas prices. 

(b) The contracts used on NYMEX and ICE to trade natural 
gas, called futures contracts on NYMEX and swaps on ICE, 
are equivalent financial products that serve the same risk- 
management purposes. 

(c) Traders routinely buy and sell natural gas contracts on 
both NYMEX and ICE, and hold positions in both markets. 

(d) The price of NYMEX futures and ICE swaps are 
virtually identical up until the final half hour of the last 
trading day of the NYMEX contract, when NYMEX and 
ICE prices typically differ by a few cents at most. 

(5) Current restraints on speculative trading to prevent 
manipulation and price distortions are inadequate. 

(a) The CFTC lacks statutory authority to establish or 
enforce speculative position limits on the trading of natural 
gas on ICE or other Exempt Commercial Markets. 

(b) When large traders choose to trade on ICE rather than 
NYMEX, it is difficult, if not impossible, for NYMEX to 
prevent price manipulation or excessive speculation from 
distorting NYMEX prices, because NYMEX does not have 
information regarding, or the jurisdiction to limit, trading on 
ICE even though ICE trades affect NYMEX futures prices. 

(c) The CFTC’s primary strategy to stop excessive 
speculation has been to prevent manipulation of the final 
price of a futures contract that is about to expire, rather than 
to generally review speculative trades affecting a range of 
futures contract prices. 

(6) The CFTC is unable to meet its statutory mandate to 
prevent market manipulation and excessive speculation from 
causing sudden, unreasonable, or unwarranted energy prices. 

(a) The CFTC lacks statutory authority to effectively 
oversee U.S. energy commodity markets, because the 
“Enron Loophole” prevents the CFTC from overseeing ICE. 

(b) The CFTC lacks budgetary, staff, and technological 
resources to effectively monitor energy commodity markets. 
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(c) As a result of the lack of legal authority and budgetary 
resources, the CFTC was unable to prevent excessive 
speculation in the natural gas market in 2006. 

(d) If the CFTC is not provided with additional legal 
authority and resources, the CFTC will remain unable to 
accomplish its statutory mission. 

(e) The inability of the CFTC to accomplish its statutory 
mission with respect to the trading of energy commodities 
presents a threat to the energy and economic security of the 
United States. 

B. RECOMMENDATIONS 

(1) Congress should eliminate the “Enron Loophole” that 
exempts electronic energy exchanges from regulatory 
oversight. Experience since passage of the Commodity Futures 
Modernization Act of 2000, demonstrates there is no sound 
rationale for exempting electronic energy exchanges from 
regulatory oversight. Excessive speculation that occurred on 
electronic exchanges in 2006 contributed to the overall distortion 
of energy prices in the natural gas market, to the detriment of 
American consumers, businesses, industry, and utilities. Exempt 
Commercial Markets, such as ICE, should be required to comply 
with the same statutory obligations as Designated Contract 
Markets, such as NYMEX, and should be regulated in the same 
manner by the CFTC to prevent market manipulation and 
excessive speculation. To ensure fair energy pricing, it is time to 
put the cop back on the beat in all U.S. energy commodity markets. 

(2) If given additional legal authority, the CFTC should 
monitor aggregate positions on NYMEX and ICE. The CFTC 
and exchanges should strengthen their monitoring and 
oversight to prevent excessive speculation for all of the months 
in which contracts are traded, not just for contracts near 
expiration. 

(3) Congress should increase the CFTC budget and authorize 
CFTC user fees to help pay for the additional cost. The 

CFTC’s budget should be increased to provide the staff and 
technology needed to monitor, integrate, and analyze real-time 
transactional data from all U.S. commodity exchanges, including 
NYMEX and ICE. Needed funding should be obtained from user 
fees imposed on commodity markets. 
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III. THE ROLE OF NATURAL GAS IN THE U.S. ECONOMY 

“Speculators may do no harm as bubbles on a steady stream of 
enterprise. But the position is serious when enterprise becomes 
the bubble on a whirlpool of speculation. When the capital 
development of a country becomes a by-product of the activities of 
a casino, the job is likely to be ill-done. ” 

--John Maynard Keynes, 1936^ 

To understand the behavior of the natural gas market in 2006, and 
the significance of those events, it is useful to review how natural gas is 
produced and used, the fundamentals of natural gas supply and demand, 
and how the various natural gas futures and derivatives markets affect 
the price of natural gas paid by natural gas users, such as homeowners, 
businesses, manufacturers, and electric utilities. 

A. Uses of Natural Gas 

Natural gas is one of the main sources of energy for the United 
States, fueling nearly one-quarter of the nation’s energy consumption. 
(Figures la and lb). Natural gas is the cleanest burning of the fossil 
fuels - for an equivalent amount of heat produced, the burning of natural 
gas emits fewer atmospheric pollutants and greenhouse gases than either 
coal or petroleum.® 


’ The General Theory of Employment, Interest and Money (1936). 

* NaturaiGas.org, Natural Gas and the Environment, at 

http://www.naturalgas.org/environment/naturalgas.asp. Compared to the burning of either coal 
or oil, the burning of natural gas emits virtually no particulates, no sulfur dioxide, no mercury, 
and significantly reduced levels of nitrogen oxides. To generate a given amount of heat energy, 
the use of natural gas emits about 30 percent less carbon dioxide than petroleum and about 45 
percent less carbon dioxide than coal. Id. However, methane, the principal component of 
natural gas, traps heat 21 times more effectively than carbon dioxide, and is therefore a more 
potent greenhouse gas. Nonetheless, the overall contribution to global warming from the use of 
natural gas as an energy source is much less than the contribution from the other fossil fuels. 

U.S. Environmental Protection Agency, Inventory of U.S. Greenhouse Gas Emissions and Sinks, 
1990-2004 (April 2006), USEPA #430-R-06-002, Executive Summary. 



U.S. Energy Consumption 



Fig. la. Natural gas supplies nearly one-quarter of the energy 
consumed in the United States. Data source: U.S. Department 
of Energy, Energy Information Administration (“EIA”). 
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U.S. Energy Production 
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Fig. 1b. Natural gas generates about one-quarter of the energy 
produced In the U.S. Data source: EIA. 
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The price of natural gas directly affects every segment of the U.S. 
economy, from individual households to small businesses to large 
industries. “Natural gas is used in over 60 million homes. Additionally, 
natural gas is used in 78% of restaurants, 73% of lodging facilities, 51% 
of hospitals, 59% of offices, and 58% of retail buildings.”’ Natural gas 
generates approximately one-fifth of the domestically produced 
electricity in the United States.* The majority of American homes are 
heated with natural gas.® Additionally, natural gas is used for a variety 
of industrial products, including fertilizer, paints, carpets, plastics, dyes, 
photographic film, antifreeze, medicines, and explosives.*® (Figure 2). 


Figure 2 
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Fig. 2. Natural gas is used in a variety of economic sectors. 
Data source: EIA. 


’’ American Petroleum Institute (API), Issue: Natural Gas, April 7, 2006, available at API 
website, http://www.naturalgasfacts.org/, 

* U.S. Department of Energy (DOE) Energy Infomiation Administration (EIA), Natural Gas 
Basics, EIA website, http://www,eia,doe.gov/oil_gas/natural_gas/info_glance/natural_gas,htmI. 
’ A 2001 EIA survey found that 54 percent of all U.S. households use natural gas as the main 
heating fuel. 

U.S. Department of Energy (DOE) Energy Information Administration (EIA), Natural Gas 
Basics, EIA website. 
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The total domestic demand for natural gas is highly seasonal. 

Total demand increases in the winter as temperatures fall and the 
demand for natural gas for residential heating rises. Demand for natural 
gas is at its lowest during the su mm er months, although in recent years 
summertime demand for natural gas has risen to meet short-term needs 
of electric utilities during heat waves. Industrial and commercial use of 
natural gas is fairly constant year-round. (Figure 3). 


Figure 3 

Seasonal Demand for Natural Gas 
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Fig. 3. Demand for natural gas is seasonal. Data source: EIA. 


Table 1 presents the total expenditures in 2005, by State, for 
natural gas delivered to residential, commercial, and industrial 
consumers and electric power plants. For the United States as a whole, 
these expenditures for natural gas totaled approximately $205 billion. 
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Table 1 

Natural Gas Expenditures, by State, 2005 (in dollars) 
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Table 1. Data source: EIA, Natural Gas Monthly, March 2007. 














215 


15 


B. Sources of Natural Gas 

Like the other fossil fuels, natural gas is generated when decayed 
organic matter is trapped beneath the surface of the earth and subject to 
high pressures and temperatures over long periods of time. Natural gas 
is extracted through wells drilled into porous rock in regions of oil and 
gas deposits. Natural gas consists primarily of methane, but also 
contains butane, pentane, and other gaseous and liquid hydrocarbons. 

In 2005, there were over 425,000 natural gas and gas condensate 
wells in the United States." The leading areas of gas production within 
the United States are located in the States of Texas, Oklahoma, 
Wyoming, New Mexico, Louisiana, and in Federal waters in the Gulf of 
Mexico. (Figure 4)." 


Figure 4 


Annual Natural Gas Production 



Fig. 4. Texas and the Gulf of Mexico account for over half of 
domestic production of natural gas. Data source: EIA. 


” U.S. Department of Energy (DOE) Energy Information Administration (EIA), Number of 
Producing Gas and Gas Condensate Wells, EIA website. 

EIA, Natural Gas Monthly, March 2007, Table 6. 
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How Natural Gas is Measured 

In the United States, natural gas is measured by volume (cubic 
feet) and by energy content (British Thermal Unit, or Btu). 
One Btu is the amount of heat required to raise the temperature 
of one pound of water by one degree Fahrenheit. One cubic foot 
of natural gas contains about 1031 Btu, or approximately the 
same amount of energy as in a candy bar. Natural gas usually is 
measured in quantities of thousands of Btu (MBtu) or millions 
of Btu (MMBtu). For retail sales, natural gas is often measured 
in units of therms (th). One therm equals 100,000 Btu. 


As domestic consumption of natural gas now exceeds production, 
the United States relies on imports for approximately 15 percent of its 
natural gas supply (Figure 5). Nearly all of the natural gas imported by 
pipeline comes from Canada. Since 2000, the United States has 
imported substantial quantities of liquefied natural gas (LNG), mostly 
from Trinidad and Tobago (Figure 6). 


Figure 5 


U.S. Natural Gas 
Annual Production and Imports 



Fig. 5. The U.S. imports approximateiy 15 percent of its naturai 
gas supply. Data source: EIA, Natural Gas Monthly, March 
2007, Table 1. 
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Figure 6 


U.S. Annual Natural Gas Imports 



Fig. 6. Imports of Canadian natural gas by pipeline account for 

approximately 85 percent of total U.S. imports. Data source: 

EIA Natural Gas Monthly, March 2007, Table 5. 

C. Natural Gas Processing, Distribution, and Storage 

After natural gas is produced from a well, it is sent by pipeline 
from the wellhead to a natural gas processing plant to separate the 
methane gas from the other liquid and gaseous components. The 
unwanted liquids are separated and the unwanted gases are vented and 
flared, while the other useful gases, such as ethane, propane, butane, and 
iso-butane, are collected for distribution elsewhere.^ 

After processing, the dry natural gas, which is now almost entirely 
methane, is transported by pipelines either directly to large industrial or 
electricity-generating end-users, to natural gas marketers, to storage 
facilities, or to local distribution companies (LDCs). The LDCs, in 
turn, deliver natural gas to consumers, including households. LDCs are 
either investor-owned or owned by local governments. 


NaturalGas.org, Natural Gas - From Wellheail to Burner Tip, at 
http://www.naturalgas.org/naturalgas/ naturalgas.asp. 
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The price of natural gas as a commodity is the largest component 
of residential natural gas prices, accounting for about half of each 
residential bill. The cost of local distribution is the second-largest 
component of residential prices. (Figure 7). 

Figure 7 


Components of Residential Natural Gas Prices 



Fig. 7. The commodity cost of natural gas accounts for 
approximately half of a residential natural gas bill. Data source: 
EIA, Natural Gas Monthly, March 2007. 


Because one of the major uses of natural gas is for home heating, 
natural gas demand peaks in the winter months and ebbs during the 
summer months. During the summer months, when supply exceeds 
demand, natural gas prices fall, and the excess supply is placed into 
underground storage reservoirs. During the winter, when demand for 
natural gas exceeds production and prices increase, natural gas is 
removed from underground storage. (Figure 8). 
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Figure 8 

Working Gas in Storage 



Fig. 8. Natural gas storage levels are seasonal. Natural gas is 
injected into storage during the summer and taken out of 
storage during winter. Data source: EIA, Weekly Working Gas 
in Underground Storage. 

Generally, storage reservoirs are created by pumping natural gas 
into either depleted gas reservoirs, caverns excavated in subsurface salt 
formations, or underground aquifers. Not all of the gas in underground 
storage can be recovered because some of the gas must remain to 
provide adequate pressure to pump out the recoverable gas. The volume 
of natural gas in a storage reservoir that ean be reeovered is referred to 
as the amount of “working gas” in storage. 

D. Fundamentals of Natural Gas Supply and Demand 

Natural gas production in the United States peaked in 2001. 
Although high prices have stimulated the drilling of many new wells 
(Figure 9), many of the larger, mature fields, particularly in the Gulf of 
Mexico, are being depleted, so that overall domestic production has 
declined over the past few years (Figure 10). 
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Figure 9 


Number of 

Producing Natural Gas Wells 
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Fig. 9. Rising naturai prices stimulated the drilling of new wells. 
Data source: El A, Number of Producing Gas and Condensate 
Wells. 


Figure 10 

U.S. Annual Natural Gas Production 



1990 1992 1994 1996 1998 2000 2002 2004 2006 

Fig. 10. Despite the increasing number of natural gas wells, 
domestic production is declining. Hurricane Katrina significantly 
reduced production in 2005. Data source: EIA. 
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At the same time, demand for natural gas for the generation of 
electricity is continuing to increase. Because natural gas bums cleaner 
than either coal or oil, and permits for gas-fired generation are easier to 
obtain than for other types of fuel, natural gas has been a popular choice 
for new electrical generating capacity. The amount of natural gas used 
to generate electricity increased by more than 50 percent between 1996 
and 2005, and the capacity of natural gas-fired electrical generating 
facilities has tripled since 1999.*“* (Figure 11). 



Figure 1 1 
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Fig. 1 1. Demand for natural gas to generate electricity has 
been increasing. Data source: EIA, Electric Power Annual with 
data for 2005, Table 1.1. 

Declining production of natural gas in the face of increasing 
demand and limited storage capacity has contributed to the rise in 
natural gas prices over the past several years. Various other factors also 
have pushed up prices. These include rising cmde oil prices, which 
enables the price of substitute fuels, such as natural gas, to rise without 
creating any economic incentives for fuel switching. Hurricanes during 
the summers of 2004 (Ivan) and 2005 (Katrina, Rita, and Wilma) 
destroyed oil and gas drilling platforms in the Gulf of Mexico, resulting 


American Petroleum Institute, Understanding Natural Gas Markets (2006), at p. 9. 
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in significant production losses. Other extreme weather conditions in 
each of the past few years, such as arctic blasts during the wintertime 
and heat waves during the summer, have also increased demand and 
price volatility. As a result of these various factors, wellhead and 
residential natural gas prices have doubled over the past six years 
(Figure 12). 

Figure 12 

Residential and Wellhead Prices 
Annual Average 



Fig. 12. Average natural gas prices have doubled since 2000. 
Data source: EIA. 


These price increases have resulted in large cost increases for the 
average household that uses natural gas for home heating. For example, 
the average household in the Midwest using natural gas for heating paid 
approximately $75 0 for natural gas during the 2003-2004 heating season 
(October through March), $855 for the 2004-2005 heating season, and 
$1,101 for the 2005-2006 heating season.'^ 

Because most of the demand for natural gas in the winter is 
inelastic - people will pay to heat their homes and cook their food 
regardless of how expensive it gets - demand increases or supply 
shortfalls during the winter months can lead to sharp price spikes. Price 
spikes have occurred in most of the recent winters. (Figure 13). Tight 


EIA, Residential Natural Gas Prices, What Consumets Should Know, DOE/EIA-X046 
(November, 2006), at p. 4. 
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supplies and cold weather led to a steep rise in natural gas prices in late 
2000 that carried into 2001.*® In February 2003 frigid temperatures that 
froze production wells nearly doubled natural gas prices.’^ In mid- 
January 2004, New England “faeed its coldest weather since 1943,” 
leading to record-high spot prices in New England of as much as $75 per 
MMBtu.*® The Federal Energy Regulatory Commission (FERC) 
concluded that the 2004 spike “appeared to be the result of a supply 
shortage driven by extraordinary demand that left little residual supply 
available for allocation through the price-driven spot market. Buyers 
were willing to pay record prices because the consequences of failure to 
obtain supply exceeded the cost of paying these unusually high prices.”*^ 
In late 2005, U.S. gas supplies “faced unprecedented disruption from 
hurricanes Katrina and Rita. These severe supply dismptions led to 
sharp price increases that were most severe in the eastern United 
States.”^® As production was disrupted for several months, prices stayed 
high until early 2006, when warmer winter weather and increased 
production elsewhere ameliorated the effects from the hurricanes. 


Figure 13 


Recent Winter Price Spikes 
NYMEX Natural Gas Futures 
1st month contract 



Fig. 13. Natural gas prices have spiked in five of the past six 
winters. Data source: EIA, from NYMEX price data. 


EIA, U.S. Natural Gas Market: Recent Trends and Prospects for the Future (May 2001), at 
p. ii. 

'' FERC, Report on the Natural Gas Price Spike of February 2003 (July 23, 2003), at p. 3. 

’* FERC, 2004 State of the Markets Report (June 2005), at pp. 12-14. 

''‘Id. 

“ FERC, 2006 State of the Markets Report (undated), at p. 3. 
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IV. NATURAL GAS MARKETS 

“If orgies of speculation are permitted to spread too far ... the 
ultimate collapse is certain not only to affect the speculators 
themselves, but also to bring about a general depression involving 
the entire country. ” 

-- Paul M. Warburg, 1929^* 

Natural gas prices are determined through the interaction of the 
two major types of markets for natural gas: the cash (or “physical”) 
markets, which involve the purchase and sale of physical quantities of 
natural gas; and the financial markets, which involve the purchase and 
sale of financial instruments whose prices are linked to the price of 
natural gas in the physical market. 

This section reviews the nature of these markets and their role in 
establishing natural gas prices. It then provides an overview of the laws 
and regulations applicable to the major markets for energy futures and 
derivatives. 

A. The Cash Market 

When natural gas is physically transferred from one firm to another 
during the process of production, transportation, storage, and 
distribution, the price of the gas is generally set by negotiation between 
the parties who either agree on a fixed price or incorporate a reference to 
the prevailing market price for natural gas at that stage of the process at 
that particular location. If a transaction takes place at a location where 
there is not a reliable reference price, then the price may be set at a 
differential to the prevailing price at the nearest location where there are 
enough transactions to provide a reference price. 

Publishers of industry newsletters, such as Platts and Natural Gas 
Intelligence, take surveys of the price of transactions at the key locations 
where natural gas is sold or delivered, and publish daily summaries and 
monthly “indexes” of those prices. These key locations are often 
referred to as “hubs,” a location where natural gas pipelines converge, or 
“citygates” where gas is delivered to a local distribution company.^ 

One sucb location is known as tbe Henry Hub in Louisiana where a large 
number of natural gas pipelines converge. 


” Commercial and Financial Chronicle, March 9, 1929, cited in Edward Chancellor, Devil Take 
the Hindmost: A History of Financial Speculation (Farrar Straus Giroux, New York, 1 999), at 
a 210. 

^ See, e.g., Platts, Methodology and Specifications Guide, North American Natural Gas, 
February 2007. 
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The published daily prices and monthly indices are often used as 
reference points in contracts setting the price of subsequent natural gas 
transactions. “In Platts’ daily gas survey the number of transactions now 
typically exceeds 3,000.”^^ Rather than individually negotiating a 
contract price, buyers and sellers often base the price of the gas on the 
published prices for similar transactions at that location, or at a specified 
differential to a published price in the event that the gas is to be 
delivered at a different geographic location. 

Large natural gas users, such as industrial users or local 
distribution companies, usually purchase natural gas in the spot market 
on a daily basis for immediate delivery, or on a monthly basis for a fixed 
amount of gas to be delivered each day of the specified month or 
months. Monthly contracts may be entered into one or more months in 
advance of the delivery month. 

Until recently, most natural gas delivered pursuant to a monthly 
contract in the physical market was priced according to a published 
index price for the delivery month. Determining the monthly index 
price for natural gas is a process steeped in industry tradition. 
Historically, the focus has been on transactions which occur during the 
“bidweek,” which is the last five days of the month preceding the month 
in whieh the gas is to be delivered. Platts, for example, surveys fixed- 
price transactions entered into during the bidweek, as reported by a large 
number of major gas sellers, and then uses the reported prices to 
compute a monthly index price for gas to be delivered during the 
following month.^'* Monthly purchases of natural gas in the physical 
market typically use that monthly index price, unless the parties have 
negotiated their own fixed-price deal. 

In recent years, instead of using a published monthly index price 
derived from reported prices, buyers and sellers are increasingly 
referencing the relevant NYMEX futures contract for delivery of natural 
gas and using the price that is finally settled on for delivery of gas under 
that standard monthly contract. The final settlement priee for each 
NYMEX contract is determined by taking the volume-weighted average 
of prices on the NYMEX during the last half hour of trading on the date 
that the NYMEX contract expires, which is on the third-to-last business 


Comments of Platts, Before the Federal Energy Regulatory Commission, Transparency 
Provisions of the Energy Policy Act of 2005 (November 1, 2006), Docket No. AD06-1 1-000, at 
p. 4. 

According to Platts, “Eight of the 10 largest gas marketers report prices to publishers, and 
publishers capture 80% of the physical gas volumes sold by the top 25 marketers. Many major 
gas sellers, primarily producers, have made the necessary commitment to report prices in 
accordance with FERC’s policy statement. However, participation in price surveys by large gas 
buyers, primarily local distribution companies, has been notably lower.” Comments of Platts, 
Before the Federal Energy Regulatory Commission, Transparency Provisions of the Energy 
Policy Act of2005 (November 1, 2006), Docket No. AD06-11-000, at p. 1. 
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day of each month. The final NYMEX settlement price is publicly 
posted shortly after the close of trading. 

Natural gas contracts that reference the NYMEX settlement price 
are called “physical basis” deals. If a physical basis deal seeks to deliver 
natural gas at a location other than the Henry Hub, the delivery point in 
all standard NYMEX natural gas contracts, the contract adds a price 
differential to the standard settlement price to take into account 
differences in natural gas prices between the Henry Hub and the actual 
delivery location. 

In its most recent “State of the Market” report, FERC took note of 
the growing reliance on the NYMEX settlement price as the basis for 
pricing monthly transactions in the cash market: 

By 2006, most of the transactions that set these [monthly] 
indices in the Northeast United States and along the Gulf 
Coast were physical basis deals. But many of these physical 
basis deals set their price as the final settlement price for the 
Nymex futures contract at Henry Hub plus a fixed, agreed- 
upon differential. Consequently, in these locations, index 
prices are effectively an average of these fixed, agreed-upon 
differentials added to the final Nymex settlement price. In 
those areas, index prices reflect the Nymex price.^^ 

In 2007, Platts reported to FERC that its surveys had found: 
“Physical basis deals [were] used at 33 of 41 delivered-to-pipeline 
locations and at 14 of 22 market center locations in the monthly survey. 
... In February [2007], for the 47 points where basis is used, basis trade 
represented 54.1 percent of total volume and 53.4 percent of the number 
of deals.”^* 

The close relationship between the NYMEX settlement price for 
natural gas futures contracts and the Platts monthly index price for 
natural gas in the cash market is shown in Figures 14a and 14b. FERC 
summarized the reasons for the linkage between prices in the cash and 
futures markets as follows: 


FERC, 2006 State of the Markets Report, at p, 49 (emphasis in original). 

Supplemental Comments oi Platts Before the Federal Energy Regulatory Commission, 
Transparency Provisions of the Energy Policy Act of 2005, Docket No. AD06-1 1 -000, at pp. 1-2. 
The American Gas Association (AGA) reports that LDCs continue to rely heavily on monthly 
price indices for their long- and mid-term supply agreements. American Gas Association, LDC 
Supply Portfolio Management During the 2005-2006 Winter Heating Season, (September 7, 
2006), at p. 3. The AGA also found that most of these LDCs use financial instruments to hedge 
at least a portion of these purchases: “Eighty-seven percent of the companies responding to the 
AGA survey indicated use of financial instruments to hedge at least a portion of their supply 
purchases. . . . For this past winter, twenty-two ofthe sample companies providing data 
hedged up to 50% of their gas supply purchases during the winter.” Id. at p. 4. 
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As a practical matter, monthly cash physical and futures 
natural gas prices are and must be closely related to one 
another, if markets are working effectively. The fact that 
many participants can engage in both futures and monthly 
cash physical markets means that any material differences 
will be arbitraged away. That is, at least some market 
participants will pick the least expensive way to establish a 
position using different combinations of products. In doing 
so, they will force the values of those different combinations 
to converge. Consequently, big changes in cash physical 
market values naturally affect futures trading, and vice 

27 

versa. 


Figure 14a 


Monthly Index Price 
and NYMEX Final Settlement Price 



Fig. 14a. The Platts monthly index price and the NYMEX final 
settlement price are closely linked. Data source: Platts. 


FERC, 2006 State of the Markets Report, atp. 48. 
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Figure 14b 

Difference Between 
Monthly Index Price and 
NYMEX Final Settlement Price 



Fig. 14b. The NYMEX futures contract price and the Platts 
monthly index price typically differ by only a few cents. The 12- 
cent differential in September 2005 was due to market 
disruptions from Hurricane Katrina. Data source: Platts. 


B. The Financial Market 

The natural gas physical or cash market focuses on transactions 
involving the physical transfer of natural gas. Natural gas financial 
markets, in contrast, focus on the purchase and sale of financial 
instruments whose price is linked to the price of natural gas in the 
physical market but that rarely result in the physical delivery of natural 
gas. 


The financial markets for energy commodities are often described 
as consisting of two types of markets: “futures exchanges” and “over- 
the-counter” (OTC) markets. This grouping has traditionally turned on 
whether a particular financial instrument being traded meets the 
statutory definition of a “futures contract” under the Commodity 
Exchange Act (CEA). Under the CEA, financial instruments that meet 
the statutory definition of a futures contract must be traded on a futures 
exchange regulated by the CFTC. Financial instruments that do not 
meet the legal definition of a futures contract are not required to be 
traded on a regulated exchange. The markets in which these other 
financial instruments are traded - including both exchanges and bilateral 
transactions - are often referred to as the OTC market. 
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Because the definition of a futures contract involves arcane legal 
considerations regarding the wording and elements of a particular type 
of contract, another analytical approach is to group the energy 
commodity markets according to the economic function and nature of 
the financial instmments being traded. This approach also produces two 
categories of markets: one market consists of the organized commodity 
exchanges on which standardized contracts for energy commodities are 
traded; the other consists of off-exchange transactions between two 
parties involving contracts that may or may not be standardized. 

The major organized commodity exchanges that trade standardized 
contracts for natural gas and other energy commodities in the United 
States are NYMEX, which is located in New York City, and ICE, whose 
headquarters is located in Atlanta, Georgia. NYMEX is a fully regulated 
futures exchange overseen by the CFTC, whereas ICE is a virtually 
unregulated exchange that operates largely outside CFTC oversight and 
the confines of the CEA. 

1. Energy Commodity Exchanges: NYMEX and ICE 
(a) Characteristics of a Commodity Exchange 

Although brokers and others use a variety of methods and 
technologies to match buyers and sellers of financial instruments, a 
commodity exchange has three key features: (i) trading is limited to 
listed, standardized contracts whose price is linked to the price of the 
commodity in the physical market; (ii) buyers and sellers do not enter 
contracts directly with each other, but rather trade through clearing firms 
and a clearinghouse; and (iii) the bids and offers are transparent to all 
market participants, and the prices and volumes of completed 
transactions are immediately posted for public review.^ 

(i) Standardized Contracts 

The standardization of contracts is one of the major advantages of 
trading on an exchange as compared to individually negotiating bilateral 
deals. To execute a trade involving a standardized contract, the only 
term that must be negotiated is the price. A standardized contract 
specifies all other terms for the commodity transaction, such as quantity, 
quality, whether and where physical delivery of the commodity is to 
occur, and how any subsequent financial settlement of the contract is to 
be calculated. 


Some exchanges charge a fee for access to real-time price and volume information. 
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Standardized contracts can be more easily traded than individually 
negotiated contracts. They can be traded many times, to many different 
people. The standardization of contract also improves the price 
discovery process, as it provides a common reference point for 
comparing transactions. 

On a commodity exchange, the price negotiation takes place 
through either the open outcry system, which is the traditional system of 
traders and brokers gesturing and shouting to each other bids and offers 
in trading pits located on the exchange floor, or through an electronic 
system in which bids and offers are posted on computer screens located 
anywhere and matched electronically without any face-to-face contact 
between the parties or their brokers. 

Three basic types of standardized financial instruments are traded 
on commodity exchanges: futures, swaps, and options. 

Futures contracts. A futures contract is a standardized contract 
by a buyer to accept and a seller to deliver a specified quantity of a 
particular commodity at a specified place and time in the future for a 
price specified at the time the contract is entered. Rather than provide a 
mechanism for the actual delivery of physical volumes of natural gas, 
the primary purposes of futures contracts are to allow market 
participants to protect themselves against future price changes and 
provide a market-based mechanism for price discovery.^^ The vast 
majority of traders who buy or sell futures contracts do not intend to 
make or take delivery of the commodity under the futures contract. 
Speculators buy and sell futures contracts in an attempt to profit from 
changes in prices over time. Hedgers use the futures market to lock in 
the price of future purchases or sales. All of these market participants 
and others look to the futures market for information about anticipated 
trends in supply, demand, and prices. 

Trading on a futures contract is required to be concluded at the end 
of the month before delivery is due. Most traders who are holding 
futures contracts (“long” positions) will sell an equivalent number of 
contracts so they will not have to take delivery of the underlying 
commodity. Similarly, in the last month of trading, most traders who 
have sold futures contracts (“short” positions) will then buy an offsetting 
number of futures contracts so they will not have to make delivery of the 
commodity. 

Take, for example, a producer of natural gas who has a contract to 
deliver gas to a client several months into the future, and will be paid for 


One of the major differences between a forward contract and a future contract is that in the 
former delivery is intended whereas in the latter is not. See Commodity Futures Trading Comm. 
V. Co. Petro Marketing Group. Inc,, 680 F.2d 573 (9th Cir. 1982). 
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that gas according to the price in the cash market (the “spot” price) at the 
time of delivery. The producer is concerned that the spot market price 
for natural gas may fall and reduce or eliminate its profits. At the same 
time, an industrial user who has to purchase gas in the future may be 
concerned that the spot price in that future month may be too high. By 
entering into a futures contract that fixes the price of natural gas to be 
delivered in the future month, both the producer and the industrial user 
can protect themselves against adverse price movements. 

In addition to natural gas producers and end-users, market 
speculators may also be willing to buy or sell futures contracts and bear 
the risk of price movements in return for the possibility of obtaining a 
financial gain from the price changes. Many speculators routinely trade 
futures and other financial instruments to profit from changes in the 
price of the underlying commodity. A certain amount of speculation, 
therefore, plays a vital function in bringing liquidity to the market. 

Swaps. Like a futures contract, a commodity swap locks in the 
value of a commodity at a particular price. Unlike a futures contract, 
however, swaps do not involve the delivery of the commodity. In one of 
the most common types of commodity swaps, the seller of the swap 
agrees to pay the buyer for any increases in the price of the underlying 
commodity above an agreed-upon value (the price of the swap) at the 
time when the swap expires, and the buyer agrees to pay the seller for 
any decreases below the agreed-upon value. As with a futures contract, 
a seller of a swap is protected against any decreases in the price of the 
commodity, and a buyer is protected against any price increases. 

Swaps were originally developed in the financial markets to 
provide a means to hedge against fluctuations in currency exchange 
rates, interest rates, bond rates, and mortgage rates. Commodity traders 
adopted these instruments to provide a better hedge against price risks 
that could not be fully covered by the standardized futures contracts 
traded on the exchanges. 

Buyers and sellers of commodity swaps soon recognized, however, 
that the standardization of commodity swaps would facilitate the trading 
of these instruments and enhance the overall liquidity of the swap 
market. Standardized swaps were developed to parallel the performance 
of futures contracts, and electronic exchanges developed to provide for 
the electronic trading of these standardized swaps, which were often 
called “futures look-alikes.” Today, ICE is the leading exchange for the 
trading of energy commodity swaps in natural gas and electricity. 

The ICE natural gas swap and the NYMEX natural gas futures 
contract perform the same economic functions. The ICE swap contract 
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even provides that its final settlement price will equal the final 
settlement price of the NYMEX futures contract for the same month, 
which means that the final price for two financial instruments will 
always be identical. 

The major difference between the two is that the ICE swap is 
“financially settled,” meaning that the holder of a swap at expiration is 
not under any obligation to make or take delivery of the commodity, but 
rather will either pay, or be paid, the difference in the price paid for the 
swap and the final settlement price of the swap. A person who has 
bought or sold a financially-settled contract that has not offset that 
position before the contract expires will either pay or be paid a dollar 
amount based on the price of the contract at expiry; no physical delivery 
of any commodity is involved. 

Unlike the holder of a futures contract, the buyer or seller of a 
financial swap contract does not have to trade out of that position prior 
to expiration of the contract to avoid having to make or take delivery of 
the commodity. 

If a trader buys a swap for $8, for example, and the final settlement 
price is $9, then the trader would be paid $1. This economic result is the 
same as if the trader had purchased a NYMEX futures contract for $8 
and then either sold a NYMEX futures contract at settlement for the 
final settlement price of $9, or taken delivery of the natural gas at 
settlement, and sold the gas for $9 in the cash market. Because ICE 
fixes the final settlement price for its main natural gas swap equal to the 
final settlement price of the corresponding NYMEX futures contract, 
NYMEX futures contracts and ICE swaps provide economically 
identical hedging and risk-management functions for natural gas users 
and traders. 

Options. An options contract gives the holder of the contract the 
right, but not the obligation, to buy or sell the underlying futures 
contract at a certain price for a specified time. On the opposite side, the 
seller, or writer of an options contract, incurs an obligation to perform 
should the options contract be exercised by the purchaser.^'’ Options can 
also be used for swaps. 

(ii) Clearing 

In addition to standardized financial instruments, another key 
feature of an exchange is the clearinghouse, which is operated by or on 
behalf of the exchange. In many exchanges, firms that are members of 
the exchange own and operate the clearinghouse. In addition to keeping 


NYMEX website, Frequently Asked Questions, at http;//www.nymex.com/faq.aspx. 
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track of all the trades that occur on the exchange each day, the 
clearinghouse actually clears each individual trade and guarantees 
performance on all the contracts traded on the exchange. Traders on an 
exchange do not actually enter into contractual relationships with each 
other; rather each trades through the clearinghouse which, in effect, acts 
as a party to every transaction. 

To guarantee contract performance, the members of the 
clearinghouse deposit funds into the clearinghouse. The rules of the 
exchange also require brokers trading through the clearinghouse and 
their customers to post deposits or “margins” related to the value of the 
positions taken in their trades to cover any losses that may occur. At the 
end of each day of trading these margin accounts are “marked-to- 
markef ’ - the exchange collects money from accounts that have lost 
value and credits those accounts that have gained value - so that 
sufficient funds to guarantee performance are on deposit at all times.^* 

In this mmner, “counterparty risk” - the risk that the other party to a 
trade will default on performance - is greatly reduced. 

Traditionally, one of the major advantages of trading on an 
approved exchange has been that the exchange guarantees financial 
performance and removes counterparty risk. According to the Chicago 
Board of Trade (CBOT), which uses a clearinghouse, “the success of 
this system is obvious. Since its start in 1925, no customer within or 
outside of the [CBOT] exchange has lost money due to default on a 
futures position.”^^ This advantage to trading on an approved exchange 
has diminished in recent years as clearing services have been developed 
for traders entering into standardized contracts off-exchange. 

ICE, for example, has contracted with a clearinghouse for traders 
who trade standardized, cleared products. Unlike NYMEX, ICE does 
not require its participants to become formal members of its exchange or 
to join a clearinghouse. Instead, ICE allows any large commercial 
company qualifying as an “eligible commercial entity” under the CEA to 
trade on ICE’s electronic exchange without having to become a member 
of the exchange, pay a fee, or employ a broker. ICE has contracted with 
a third party to provide clearing services for traders who desire to have 
their trades cleared. By trading only with other cleared traders, a party 
trading on ICE can eliminate the risk of default by the other party just as 
if the trade was conducted on a futures exchange. Many of the same 


Marked-to-market is defined by NYMEX as a “[d]aily cash flow system used by U.S. futures 
exchanges to maintain a minimum level of margin equity for a given futures or options contract 
position by calculating the gain or loss in each contract position resulting from changes in the 
price of the futures or options contracts at the end of each trading day.” NYMEX website, 
Glossary, at http://www.nymex.com/glossary.aspx. 

Chicago Board of Trade, Action in the Marketplace. 
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large firms that are clearing firms for trading on NYMEX also have 
contracted to be clearing firms for trading on ICE. 

ICE extols the virtues of trading through its clearinghouse; “The 
introduction of cleared OTC trading has revolutionized the market by 
reducing bilateral credit exposure while improving capital efficiency and 
increasing market liquidity.”^^ ICE has also stated the following in a 
filing with the Securities and Exchange Commission (SEC): 

The use of a central clearinghouse rather than the reliance on 
bilateral trading agreements [has] resulted in more 
participants becoming active in the OTC markets. In 
addition, clearing through a central clearinghouse typically 
offers market participants the ability to reduce the amount of 
capital required to trade as well as the ability to cross-margin 
positions in various commodities.^'* 

(iii) Transparency 

The third key feature of an exchange is that bids, offers, and basic 
data about transactions are transparent to all market participants, 
whether or not they are parties to a particular trade. On the floor of an 
open-outcry exchange, bids and offers are either shouted or gestured for 
all floor brokers and traders to see and hear; on an electronic exchange 
the bids and offers are electronically posted to everyone with an access 
terminal. 

Each time a transaction is completed on an exchange, the exchange 
records the names of the parties and the time and terms of the 
transaction, including the price and the volume. The prices and volumes 
of each transaction are immediately posted on the exchange “ticker” for 
all market participants to see. 


ICE, “You Are Cleared to Trade,” ICE website, at https;//www.theice.com/otc_cieared.jhtml. 

Intercontinental Exchange Inc., Forrn 1 0-Q, filed May 2, 2006 (“ICE 1 0-Q”), at p. 16. ICE 
derives significant revenues from its cleared transactions. In its most recent 10-K filed with the 
SEC, ICE reported, “Transaction fees derived from trade execution in cleared OTC contracts 
were S131.2 million for the year ended December 31, 2006 and represented 71.8% of our total 
OTC revenues during the year ended December 3 1 , 2006, net of intersegment fees.” 
Intercontinental Exchange Inc., Form 10-K, filed February 26, 2007, at p. 9. ICE also wrote: 
“While we derive no revenue direetly from providing access to these clearing services, we 
believe the availability of clearing services and attendant improved capital efficiency has 
attracted new participants to the markets for energy commodities trading.” Id. 
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(b) NYMEX Natural Gas Futures and ICE Natural 
Gas Swaps 

In the United States, the major exchange-traded financial contracts 
used for natural gas are the NYMEX natural gas futures contract and the 
corresponding ICE natural gas swap (called “the Henry Hub” swap). 

The standard natural gas futures contract traded on NYMEX is for 
a volume of 10,000 MMBtu of natural gas to be delivered at the Henry 
Hub during the month specified in the contract. The contract directs 
that, “All deliveries shall be made at as uniform as possible an hourly 
and daily rate of flow over the course of the delivery month.”^^ Traders 
can buy or sell a standardized NYMEX futures contract to deliver 
natural gas in any future month in any year for up to five years into the 
future. 

Under NYMEX rules, trading on a futures contract terminates on 
the third business day prior to the month in which delivery of the natural 
gas is due. A futures contract is said to “expire” after the last day of 
permitted trading. The final price of the futures contract is determined 
using a formula that focuses on the trades made during the last half hour 
of trading on the last day of trading. Trading ends each day at 2:30 p.m. 
The last half hour is often referred to as the “final settlement period,” 
and the final contract price is often referred to as the “final settlement 
price.” The final settlement price is important, because many natural gas 
contracts, both on and off exchange, state that the price to be used in the 
contract will equal the final settlement price of the corresponding 
NYMEX futures contract. 

NYMEX futures contracts often experience the most trading in the 
last few months before the contract expires. It is not uncommon for 
many trades to take place during the last trading day, and even during 
the last half hour. The CFTC and NYMEX have focused significant 
attention on the trading that takes place near the expiration of a futures 
contract in an attempt to prevent large trades from inappropriately 
affecting the final settlement price. For example, the CFTC has imposed 
a “position limit” that bars any trader from buying or selling more than 
1,000 contracts during the last half hour of trading, unless the trader has 
obtained an exemption or made another arrangement with regulators. 

Many natural gas producers and users buy or sell futures contracts 
for up to 12 months in the future to hedge their purchases or sales. The 
volume of trading in natural gas contracts more than 18 months in the 


” NYMEX, Natural Gas Futures, Specifications, NYMEX website at 
http;//www,nymex.com/NG_spec.aspx. 
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future is not large, and most of the trading this far into the future is done 
by speculators. 

The ICE natural gas swap has many features similar to the 
NYMEX futures contract, but there are also some differenees. Table 2 
presents the standard specifications applicable to both types of natural 
gas eontracts: 


Table 2 

NYMEX and ICE Basic Natural Gas Contract 
Specifications 



NYMEX Natural Gas 
Futures Contract 

ICE Natural Gas 

Henry Hub Swap 

Trading 

Unit 

10,000 MMBtu 

2,500 MMBtu 

Price Unit 

$ per MMBtu 

Same as NYMEX 

Last 

Trading Day 

Trading terminates 
three business days 
prior to the first 
calendar day of the 
delivery month. 

Same as NYMEX 

Settlement 

Type 

Physical 

Financial 

Final 

Settlement 

Price 

Volume-weighted 
average of prices of 
trades during the last 
half-hour of Last 

Trading Day (2:00 to 
2:30 PM). 

Same as NYMEX Final 
Settlement Price on 

Last T rading Day 

Delivery 

Location 

Henry Hub, Louisiana 

N/A 

Deiivery 

Period 

First calendar day of 
delivery month through 
last calendar day of 
delivery month. 

N/A 

Trading 

Hours 

Open outcry: 9:00 AM 
- 2:30 PM 

Electronic trading: 

6:00 PM of the prior 
trading day to 5:15 PM 
of the trading day. 

Electronic trading: 

2:30 PM of the prior 
trading day to 2:30 PM 
of the trading day. 


As Table 2 indicates, the NYMEX natural gas futures contract is 
physically settled, meaning that a trader that is a net buyer of futures 
contracts for a particular month (a “long” position) must either sell an 
equivalent number of contracts for that month prior to the expiration of 
the contract or take delivery of the amount of gas in the contracts at the 
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contract delivery location, which for natural gas futures contracts is the 
Henry Hub in Louisiana. Similarly, a trader that is a net seller of futures 
contracts for a particular month (a “short” position) must either buy an 
equivalent number of contracts prior to expiration or make delivery of 
the net volume of natural gas in the trader’s short position at the contract 
delivery location. 

Like other commodity traders, natural gas traders rarely make or 
take delivery pursuant to a futures contract. Buyers and sellers of 
physical quantities of natural gas use futures contracts to hedge their 
exposure to price changes in the physical market rather than as a means 
to acquire physical quantities of natural gas. Many large traders 
nonetheless have acquired the capability to make or take delivery of 
natural gas in order to obtain the flexibility at contract settlement to not 
have to buy or sell futures contracts if the prices in the futures market 
are less favorable to the trader than the prices in the cash market. 

NYMEX futures contracts can be bought or sold either on the floor 
of the exchange in New York, through the open outcry process, or 
through the NYMEX electronic trading platform, called Globex, where 
the bids and offers appear on a computer screen, which can be located 
anywhere. Since its introduction last summer, the Globex electronic 
trading system has become a widely used platform for trading the 
NYMEX natural gas futures contract.^® The prices and volumes of all 
completed transactions are immediately posted to the market and can be 
viewed from the floor of the exchange, on an electronic trading screen, 
or through paid subscription. Basic daily trading data, including daily 
trading volume, the closing and daily settlement price, and open interest, 
is available for free on NYMEX’s website.^’ 

The main natural gas contract traded on ICE is functionally 
equivalent for risk management purposes to the NYMEX natural gas 
futures contract, but is labeled by ICE as a “swap” rather than a futures 
contract. As previously explained, because the final settlement price of 
the ICE Henry Hub natural gas swap is pegged to the final settlement 
price for the corresponding NYMEX futures contract, these two types of 


NYMEX exchange-wide statistics indicate that as of mid-April 2007, the volume of futures 
contracts traded electronically was greater than twice the volume traded on the NYMEX floor. 
NYMEX.com: Estimated Exchange Wide Volume, 04/13/2007, at 
http://www.nymex.com/volume.aspx. 

The Commodity Exchange Act requires regulated markets to publish daily information about 
settlement prices, volume, open interest, and opening and closing ranges for all actively traded 
contracts. 7 U.S.C. § 7(d). Open interest is defined by the CFTC as “the total of all futures 
and/or option contracts entered into and not yet offset by a transaction, by delivery, by exercise, 
etc.” Open interest held or controlled by a trader is referred to as that trader’s position. See 
CFTC Backgrounder, The Commitment of Traders Report, at 
http;//www.cflc.gov/opa/backgrounder/ opacot596.htm. 
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contracts behave identically for risk-management purposes.^* All bids 
and offers are immediately posted on the ICE trading screen, as are the 
price and volume of all completed trades. Basic daily trading data is 
available for a fee.^® 

All of the traders interviewed by the Subcommittee considered 
NYMEX natural gas futures and ICE natural gas swaps to be 
functionally equivalent and interchangeable for risk management 
purposes. These traders stated their decisions on which type of contract 
to trade - futures or swaps - are based on which of the two markets has 
greater liquidity and on which contract is more favorably priced. Data 
provided to the Subcommittee shows that many traders have positions in 
multiple contracts on both exchanges at the same time. 

Several traders explained to the Subcommittee that there is 
significant volume of arbitrage trading between the ICE swaps market 
and the NYMEX futures market. Arbitrage traders seek to exploit any 
differences in price that temporarily emerge during the course of trading; 
by buying the lower-priced contract and then selling the higher-priced 
contract, an arbitrage trader will make a profit as the two prices 
converge. As more and more traders pursue this strategy, however, the 
lower-priced contract rises in price, and the higher-priced contract falls 
in price, so that any price differences soon disappear. 

Figures 15a and 15b show how closely the price of an ICE swap 
matches the price of the corresponding NYMEX futures contract. The 
interrelatedness of the price curves for these two types of contracts 
means that the price risks from purchasing an ICE swap are identical to 
the price risks from purchasing a NYMEX futures contract. 


Because the final settlement price for the ICE swap is defined to be the final settlement price 
of the NYMEX futures contract for the same month, the most significant divergence in price 
between the two contracts often occurs during the final 30 minutes of trading for the N^^EX 
contract, which is used to compute the final NYMEX contract price. (The NYMEX final 
settlement price is computed by taking the volume-weighted average price of all trades during 
the final 30-minute period.) Most of the trading during these final 30 minutes will occur on 
NYMEX rather than ICE, and hence the NYMEX price often will “lead” the ICE price during 
this period. Based on the ICE and NYMEX data reviewed by the Subcommittee, as well as 
trader interviews, this final settlement period is the only period in which it can be categorically 
stated that one exchange “leads” the other in price. 

Under the Commodity Futures Modernization Act, the CFTC may require exempt commercial 
markets to publish similar information if the CFTC determines that the market “performs a 
significant price discovery function” for the underlying cash market. 7 U.S.C. § 2(h)(4)(D). The 
CFTC has not made this determination for any of the futures look-alike contracts traded on ICE. 
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Figure 15a 

NYMEX Futures and ICE Swaps 
for October 2006 
Daily Prices 



Figure 15b 

NYMEX Futures and ICE Swaps 
for October 2006 
Difference in Daily Price 



Figs. 15a and 15b. Although ICE and NYMEX prices ciosely 
track each other, the NYMEX contract often is priced a few 
cents higher than the ICE swap. (Traders differ on why.) For 
each trading day, these charts show the NYMEX daiiy 
settlement price and the last traded daily price on iCE. Data 
sources: NYMEX and ICE. 
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Since both types of exchange-traded contracts are cleared, there is 
no greater eounterparty risk from trading in one market rather than the 
other. In sum, the strueture of the ICE swaps and NYMEX futures 
eontracts, the virtually identical prices of these two eontracts, and the 
testimony of traders provide compelling evidence that the NYMEX 
natural gas futures contract and the corresponding ICE natural gas Henry 
Hub swap are economically indistinguishable financial instruments for 
risk-management purposes. 

2. Off-Exchange Bilateral Transactions 

In addition to using an organized exchange to find a counterparty 
and a suitable price, traders often seek to find a counterparty on their 
own or through a broker. Traders also can use the ICE trading screen to 
enter into bilateral, non-cleared transactions rather than cleared 
transactions. 

Traders who use a broker to facilitate a trade pay the broker a 
commission for his or her services in locating a counterparty. Although 
the firms that specialize in bringing parties together for off-exchange 
energy commodity trades have historically been referred to as “voice 
brokers” because of the way they traditionally conducted their business 
- over the telephone - this term no longer accurately describes their 
practices. Today, much of the process of soliciting and communicating 
with potential counterparties is conducted through the use of e-mails and 
instant messaging. In many instances, voice communication is used 
only to formally acknowledge acceptance of terms that already have 
been agreed to by means of electronic communication.^'^ 

Unlike trades conducted on an exchange, where each party to a 
trade remains anonymous to the other, each party to a bilateral off- 
exchange transaction learns the identity of the other party. Unless the 
parties to an off-exchange transaction agree to submit their trade for 
clearing, each party to a bilateral, non-cleared transaction must bear the 
risk of non-performance by the other party, and thus needs to know the 
identity of that party to determine their creditworthiness.'" In addition, 
because a bilateral deal is entered into off-exchange, the price and 
volume of the trade is not posted for other market participants. Hence, 


Subcommittee interviews of natural gas traders. 

‘ Typically, traders provide brokers with a list of acceptable potential counterparties. The 
brokers will then seek to facilitate trades only between mutually acceptable counterparties. In 
these brokered transactions, a trader may not leant the actual identity of a counterparty until after 
the trade has been agreed to, although the trader will know that the counterparty is acceptably 
creditworthy. Similarly, traders that choose to use the ICE electronic trading screen to identify 
counterparties for bilateral, non-cleared transactions will inform ICE of the firms with which it 
has appropriate credit arrangements; the ICE trading screen observed by that trader will then 
show bids and offers only from such approved counterparties. Once the bilateral transaction is 
executed, each party learns the actual identity of the other party. Id. 
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these bilateral deals do not provide a real-time price discovery 
mechanism for other traders to nearly the same extent as the trades 
conducted on an exchange do. 

Both NYMEX and ICE provide clearing services for parties that 
want to reduce their counterparty risk by having their off-exchange 
bilateral transactions cleared. Although there is no market-wide data on 
the percentage of off-exchange bilateral trades that are submitted for 
clearing; anecdotal evidence presented to the Subcommittee and the 
trading data reviewed by the Subcommittee indicates that most off- 
exchange bilateral transactions involving standardized natural gas 
contracts - perhaps as much as 80-90 percent - are later submitted for 
clearing. To submit a trade for clearing, each party must have 
established an account with a clearing firm and the transaction must 
involve one of the standardized contracts approved by the exchange. 
Unlike transactions completed on an exchange, there is no real-time 
reporting of the prices and volumes of off-exchange transactions that are 
subsequently submitted for clearing.'*^ 

ICE will accept for clearing a bilateral transaction that involves a 
standardized contract that is also traded on the ICE electronic exchange. 
Hence, ICE provides a trader with three different ways to accomplish 
risk-management goals: (1) use of the electronic exchange to enter into 
a trade involving a cleared standardized contract; (2) use of the ICE 
electronic exchange trading screen to identify a counterparty to a 
bilateral non-cleared transaction involving one of the standardized 
contracts traded on ICE; and (3) use of ICE to clear a standardized ICE- 
traded bilateral contract entered into off-exchange. 

The NYMEX ClearPort system also provides both a trading and 
clearing service. According to NYMEX: 

NYMEX ClearPort gives market participants unparalleled 
flexibility to either trade this extensive slate of derivatives 
through the NYMEX ClearPort trading system or, to conduct 
their own transactions off-exchange, negotiate their own 
prices, and still take advantage of the financial depth and 
integrity of the Exchange clearinghouse by submitting the 
transactions through NYMEX ClearPort clearing."*^ 


The ICE screen displays the price and volume of off-exchange transactions submitted for 
clearing (ICE calls these “block” trades), but there may be a significant time delay from when 
the initial transaction is completed and when it is sent to ICE for clearing. Several traders stated 
to the Subcommittee that because of this potential delay they do not view the reported prices and 
volumes of block trades as a reliable indicator of current prices and volumes. 

NYMEX, NYMEX ClearPort Services, at http://www.nymex.coni/cp_overview.aspx. 
Although substantial volumes of off-exchange contracts are submitted to ClearPort for clearing, 
the ClearPort trading platform has yet to develop a substantial volume of exchange-type trading. 
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Because the CEA prohibits the trading of futures except on a 
regulated exchange, traders cannot enter into natural gas futures 
contracts off-exchange and then submit them for clearing. NYMEX, 
however, offers a swap contract for trading or clearing through ClearPort 
that, like the ICE Henry Hub natural gas swap, is economically 
equivalent to its natural gas futures contract. Like the ICE swap, the 
NYMEX natural gas swap financially settles at the final settlement price 
of the NYMEX natural gas futures contract, and the standard volume is 
one-quarter the volume of the natural gas futures contract. In contrast 
with ICE, however, the NYMEX Henry Hub natural gas swap is 
considered to be a part of the natural gas futures market for regulatory 
purposes, and thus NYMEX applies the same regulatory oversight to the 
trading of this contract as it does to the trading of the natural gas futures 

44 

contract. 

Figure 16 shows the volumes of the basic Henry Hub natural gas 
futures contracts and swaps traded on ICE and NYMEX for a single 
contract month, October 2006. As shown in these charts, the volumes of 
the natural gas swaps traded on the ICE electronic exchange are 
comparable to - and on some days even greater than - the volumes of 
the natural gas futures contracts traded on NYMEX, particularly in the 
last couple of months prior to the expiration of the contract. 

Additional figures for additional contract months are provided in 
Appendix A. Generally, these figures indicate that for more distant 
contract months, trading volumes are greater for the NYMEX natural 
gas futures contract than the comparable ICE swap, making it the more 
liquid contract in the distant months. The data also suggest that off- 
exchange bilateral transactions may represent a significant portion of 
outstanding positions in these long-dated contracts. 

Overall the 2006 trading data show that NYMEX and ICE are 
active commodity markets, in competition with each other, and whose 
traders play a central role in determining natural gas prices in the United 
States. 


Interview with NYMEX, March 27, 2007. 
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Figure 16 

NYMEX and ICE Trading Volumes 
Natural Gas Contracts for October 2006 
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Fig. 16. Volume of contracts traded and cleared on NYMEX and ICE for 
natural gas contracts for October 2006. Data source: NYMEX and ICE. 
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C. Market Regulation 

Although both NYMEX and ICE play an integral role in natural 
gas price formation, the two exchanges are subject to vastly different 
regulatory restrictions and government oversight under current federal 
law. 


Section 3 of the CEA states that the purpose of the Act is to 
establish “a system of effective self-regulation of trading facilities, 
clearing systems, market participants and market professionals under the 
oversight of the [Commodity Futures Trading] Commission.” Under 
this tiered regulatory structure, the exchanges have the primary 
responsibility for market surveillance and oversight. The CFTC’s 
regulatory program is designed to rely on the market oversight and 
surveillance conducted by the exchanges, but the CFTC also 
supplements the exchanges’ efforts with its own surveillance and 
oversight of trading. One of the key purposes of the CFTC’s commodity 
market surveillance and oversight is “to deter and prevent price 
manipulation or any other disruption to market integrity. 

Due to provisions in the Commodity Futures Modernization Act of 
2000 (CFMA) that are often referred to as the “Enron loophole,” 
electronic energy exchanges are exempt from this system of regulation.'*^ 
The result is that one type of energy exchange - represented by NYMEX 
- is both self-regulated and regulated by the CFTC, whereas the other 
type of energy exchange - exemplified by ICE - is not required to be 
self-regulated and is not regulated by the CFTC. As will later be shown, 
ice’s exemption from regulatory oversight has undermined the 
effectiveness and market integrity of both ICE and NYMEX in pricing 
U.S. energy commodities. 

1. Regulated Markets (NYMEX) 

The CEA, as amended by the CFMA, requires that all futures 
contracts be traded on a futures exchange that has been approved by the 
CFTC as a “Designated Contract Market” (DCM). To qualify as a 
DCM, an exchange must develop a market regulation and oversight 
program that complies with the core principles set forth in the CEA. 
These core principles require a DCM to maintain certain programs and 
capabilities to prevent market manipulation and to ensure fair and 
orderly trading: 


7 U.S.C. § 5(b) (2006). 

The legislative history of the Enron loophole is set forth in the Subcommittee’s previous 
reports. See Minority Staff of the Permanent Subcommittoi on Investigations, U.S. Strategic 
Petroleum Reserve: Recent Policy Has Increased Costs to Consumers but not Overall U.S. 
Energy Security, S. Prt. 108-18, atp. 185, 108* Congress, l“’Sess. (Mar. 5,2003). 
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• “the ability to prevent market manipulation through market 
surveillanee, compliance, and enforcement practices and 
procedures, including methods for real-time monitoring of 
trading and comprehensive and accurate trade reconstructions;” 

• the enforcement of rules to ensure fair and equitable trading;"** 

• the enforcement of disciplinary rules that authorize the board of 
trade to discipline, suspend, or expel market participants that 
violate the rules of the exchange; 

• the trading only of contracts that are “not readily susceptible to 
manipulation;”^° 

• the monitoring of trading “to prevent manipulation, price 
distortion, and disruption of the delivery or cash-settlement 
process;”^' 

• the adoption of position limits or position accountability for 
speculators “to reduce the potential threat of market 
manipulation or congestion, especially during trading in the 
delivery month;”^^ 

• the emergency authority to suspend trading in any contract, 
require traders to liquidate positions, or impose special margin 
requirements;^^ and 

• daily publication of trading information. 

NYMEX is one of thirteen exchanges the CFTC has designated as 
a contract market.*^ To meet its obligations to monitor trading, prevent 
manipulation, and ensure the financial integrity of its markets, NYMEX 
has established a regulatory program, which is headed by a Chief 
Regulatory Officer, to monitor daily trading, determine overall and daily 
margin requirements, oversee and evaluate the conduct of brokers and 


" 7 U.S.C. § 7(b)(2) (2006). 

7 U.S.C. § 7(b)(3) (2006). 

* 7 U.S.C. § 7(b)(5) (2006). 

“ 7 U.S.C. § 7(d)(3) (2006). 

7 U.S.C. § 7(d)(4) (2006). 

“ 7 U.S.C. § 7(d)(5) (2006). 

” 7 U.S.C. § 7(d)(6) (2006). 

7 U.S.C. § 7(d)(7) (2006). The CFTC’s regulations at 17 C.F.R., Part 38, Appendix A, 
provide guidance on maintaining compliance with these core principles. 

“ See CFTC.gov, Designated Contract Markets Registered with the CFTC, at 

hUp;//vvww.cftc.gov/dea/deadcms_table.htm?from=home&page=epexchcontent#Designated 

ContractMarkets. 
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traders, monitor the performance of clearing firms, establish and enforce 
position limits, investigate complaints, and bring enforcement actions 
for violations of the exchange’s rules of conduct. The NYMEX 
regulatory program has an annual budget of approximately $6.2 million, 
most of which supports the salaries of the nearly 60 people in that 
program. 


2. Unregulated Markets 
(a) ICE 

None of these core principles apply to ICE. ICE has no legal 
obligation to monitor trading, no legal obligation to prevent 
manipulation or price distortion, and no legal obligation to ensure that 
trading is fair and orderly. In addition, the CFTC has no authority or 
obligation to monitor trading on ICE. As a result, there is no regulatory 
oversight of trading on ICE. 

ice’s unregulated status is due to the 2000 enactment of the so- 
called Enron loophole in the CFMA, which added section 2(h)(3) to the 
CEA. Section 2(h)(3) exempts from CFTC oversight all agreements, 
contracts, and transactions in energy and metals (“exempt 
commodities”) that are traded on electronic trading facilities between 
“eligible commercial entities” (ECEs).^^ Generally, an ECE must be a 
large financial institution, insurance company, investment company, 
corporation or individual with significant assets, employee benefit plan, 
government agency, registered securities broker, or futures commission 
merchant. An ECE may not act as a broker for another party. A market 
operating under section 2(h)(3) is deemed an “exempt commercial 
market” (ECM) - exempt from CFTC oversight.^’ 

The CEA imposes few requirements on exempt commercial 
markets. An ECM is subject to the CEA’s general statutory prohibitions 
against fraud and price manipulation. An ECM must report summary 
market data to the CFTC and if the CFTC determines that the market 
performs a significant price discovery function in the cash market -- 
which the CFTC has never done for any market - the ECM must provide 
volume and price data to the public. An ECM also must keep trading 
records and inform the CFTC of complaints it receives about trading 
practices. Other than these broad provisions, an ECM is exempt from 
the CFTC’s regulatory oversight. 


“ 7 U.S.C. § 2(h)(3) (2006). 
’’7U.S.C. § la(n)(2006). 
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The CFTC describes its lack of authority over exempt commercial 
markets as follows: 

In contrast to its authority over designated contract markets 
and registered derivatives transaction facilities, the CFTC 
does not have general oversight authority over exempt 
commercial markets. Exempt commercial markets are not 
registered with, or designated, recognized, licensed, or 
approved by the CFTC.^* 

The CFTC does not apply any of the oversight or monitoring 
measures it uses to oversee regulated futures markets like NYMEX to 
exempt commercial markets like ICE. Table 3 compares the oversight 
mechanisms that apply to the two types of exchanges. 


Table 3 

NYMEX and ICE 

Differences in Measures to Prevent Price Manipulation 


Measure to Prevent Price 
Manipulation 

Does the Measure Apply 
to: 

Futures 

Markets 

(NYMEX) 

Exempt 
Markets 
(ICE) 

CFTC Market Surveillance Program 

.'W .■! 


• CFTC staff monitoring of daily 
trading reports 

Yes 

No 

• Weekly reports and reviews for 
expiring contracts 

Yes 

No 

• Option of special data call by 
CFTC 

Yes 

Yes 

Core Principles for Exchange 
Operation 

ilBi 


• Exchange is responsible for 
monitoring compliance with 
market rules 

Yes 

No 

• Traded contracts must not be 
readily susceptible to 
manipulation 

Yes 

No 

• Exchange must monitor trading 
to prevent manipulation, price 
distortion, and disruption of the 
delivery or cash-settlement 
process 

Yes 

No 


™ See CFTC, Exempt Commercial Markets That Have Filed Notice with the CFTC, at CFTC 
website at http://www.cftc.gov/dea/dea_ecm_table.htin. 
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Measure to Prevent Price 
Manipulation 

Does the Measure Apply 
to: 

Futures 

Markets 

(NYMEX) 

Exempt 

Markets 

(ICE) 

• Position limits for speculators to 
reduce the threat of manipulation 
or congestion 

Yes 

No 

• Emergency authority to liquidate 
positions, suspend trading, or 
impose special margin 
requirements 

Yes 

No 

• Daily submission of trading data 
to CFTC 

Yes 

Limited 

• Daily publication of trading data 

Yes 

No 

• Exchange must keep records of 
trading 

Yes 

Yes 

Large Trader Reporting 


. Large trader reporting by 
clearing members 

Yes 

No 

. Large trader reporting by 
exchanges 

Yes 

Voluntarily 
provided by 
iCE 

. Trading account information filed 
by traders 

Yes 

No 


(b) Off-Exchange Bilateral Transactions 

Several provisions of the CFMA also exempt from government 
oversight bilateral transactions in energy commodities that are 
individually negotiated by the parties and that are “not executed or 
traded on a trading facility.” Under section 2(g) of the CEA, for 
example, which was added to the CEA by the CFMA in 2000, energy 
swaps are placed outside of the Act’s requirements. Section 2(g) 
provides that all agreements, contracts, and transactions “in a 
commodity other than an agricultural commodity” between “eligible 
contract participants” that are individually negotiated by the parties and 
that are “not executed or traded on a trading facility” are fully exempt 
from all regulation under the CEA.^® 


7 U.S.C. § 2(g) (2006). The terni “eligible contract participant” (ECP) includes financial 
institutions; insurance companies; corporations, trusts, and partnerships with total assets greater 
than $10 million; large pension benefit plans, governmental entities, natural persons with assets 
greater than $5 million who are entering the transaction for risk management purposes, 
certain others. Id. at § 1 a(l 2). The term ‘trading facility’ means a person or group of persons 
that constitutes, maintains, or provides a physical or electronic facility or system in which 
multiple participants have the ability to execute or hade agreements, contracts, or transactions by 
accepting bids and offers made by other participants that are open to multiple participants in the 
facility or system.” Id. at § 1 a(33). An “electronic trading facility” is a trading facility that 
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Section 2(h)(1) of the CEA provides a similar exclusion. Section 
2(h)(1) was intended to exempt from regulation dealer markets and one- 
to-many trading platforms, such as the defunct “Enron Online,” in which 
one person or firm would act as the counterparty to many or all other 
traders. This section provides that all agreements, contracts, and 
transactions in an “exempt commodity,” which includes both energy and 
metal commodities, between “eligible eontract participants” and “not 
entered into on a trading facility” are generally exempt from the 
requirements of the CEA.^® Unlike the swap transaction exclusion, this 
exemption applies even if the agreement, contract, or transaction is not 
individually negotiated. 

One of the sources of confusion following the passage of the 
CFMA is the inconsistency between sections 2(g) and 2(h)(1) - whereas 
section 2(g) totally excludes energy and metals swaps that are 
individually negotiated from the CEA, section 2(h)(1) exempts energy 
and metals transactions from the exchange-trading and other 
requirements but generally applies the anti-fraud and anti-manipulation 
provisions to over-the-counter transactions in these commodities. It is 
not clear whether the exclusion provision takes precedence over the 
exemption provision, or vice versa. 

Moreover, to the extent that a negotiation over price can be 
considered “an individual negotiation,” it would appear that sections 
2(g) and 2(h)(1) cover the same transactions and are in direct conflict 
regarding the applicability of the CEA’s anti-fraud and anti- 
manipulation provisions. The CFTC staff interprets the term “individual 
negotiation” to include price negotiations; under this interpretation there 
is no difference between sections 2(g) and 2(h)(1). Under this 
interpretation, all Instruments traded under section 2(h)(1) on “one-to- 
many” facilities or through dealer-brokers could be considered excluded 
swaps. 

Off-exchange bilateral transactions that would be wholly or 
partially exempt from CFTC regulation under either of these exemptions 
may be brought under CFTC regulation if those transactions are 
submitted for clearing to a CFTC-regulated market. Thus, for example, 
off-exchange bilateral transactions that are subsequently submitted to 
NYMEX for clearing are regulated as futures contracts. Off-exchange 


“operates by means of an electronic or telecommunications network” and maintains an audit trail 
of bids, offers, orders, and transactions on the facility. Id. at § la(lO). 

7 U.S.C. § 2(h)(1) (2006). “The term ‘exempt commodity’ means a commodity that is not an 
excluded commodity or an agricultural commodity.” Id. at § la(14). “Excluded commodities” 
are a variety of financial derivatives, including interest rate, currency, equity, debt, credit, 
weather, economic index, and other derivatives based on one or more commodities for which 
there is no cash market or whose price levels are not within the control of any party to the 
transaction. /<i. at§ la(13). 
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bilateral transactions that are subsequently submitted to ICE for clearing, 
however, are still generally exempt from CFTC regulation. 

D. Excessive Speculation 

In addition to requiring market regulation and oversight, and 
prohibiting market manipulation, the CEA prohibits excessive market 
speculation. Section 4a(a) of the CEA directs the CFTC to establish 
limits on speculation in order to prevent “sudden or unreasonable 
fluctuations or unwarranted changes” in the price of commodities traded 
on an exchange; 

Excessive speculation in any commodity under contracts of sale of 
such commodity for future delivery made on or subject to the rules 
of contract markets or derivatives transaction execution facilities 
causing sudden or unreasonable fluctuations or unwarranted 
changes in the price of such commodity, is an undue and 
unnecessary burden on interstate commerce in such commodity. 
For the purpose of diminishing, eliminating, or preventing such 
burden, the Commission shall ... fix such limits on the amounts of 
trading which may be done or positions which may be held by any 
person.^’ 

The CFTC explains, “All agricultural and natural resource and 
many financial futures and options contracts are subject to speculative 
position limits. For several markets (com, oats, wheat, soybeans, 
soybean oil, soybean meal, cotton), the limits are determined by the 
Commission and set out in Federal regulations. For all other markets, 
the limits are determined by the exchanges according to standards 
established by the Commission.”*^ 

Because the potential for congestion, disruption, and price 
manipulation is highest during the month in which a contract expires 
(termed either the “spof ’ or “expiration” month), the CFTC applies and 
requires more stringent speculative position limits during the spot 
month. CFTC’s regulations state; “For physical delivery contracts, the 
spot month limit level must be no greater than one-quarter of the 
estimated spot month deliverable supply.”*^ For the spot month in cash- 
settled markets, an exchange must establish speculative position limits 


“ 7 U.S.C. § 6a(a) (2006). 

CFTC, Backgrounder: Speculative Limits, Hedging, and Aggregation in Commodity Futures 
and Options, CFTC website, at http://wwwxftc.gov/opa/backgrounder/opaspeclmts.htm. In 
calculating position limits, the CFTC and the exchanges will aggregate multiple positions that 
are subject to common ownership as if they were held by a single trader, and will combine 
futures and options positions on those futures to obtain an aggregate futures-equivalent position 
in that contract. 

“ 17C.F.R. § 150.5 (2002). 
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“no greater than necessary to minimize the potential for manipulation or 
distortion of the contract’s or the underlying commodity’s price.”*’'' 

CFTC regulations and exchange rules allow a trader to be granted 
an exception to the speculative position limits if they are engaged in 
“bona fide hedging” rather than speculating. By definition, traders who 
are using the futures market to offset or “hedge” a risk in the physical 
market are not speculating on price changes in either the physical or 
futures market; because of their hedge they neither gain nor lose from 
price changes in the futures market. To achieve this price neutrality, a 
trader needs to be able to take a position in the futures market that is 
equal to and opposite to their position in the cash market. Hence, the 
CFTC’s regulations allow a trader to apply for and receive a “hedge 
exemption” for positions or transactions whose purpose is “to offset 
price risks incidental to commercial cash or spot operations and such 
positions are established and liquidated in an orderly manner in 
accordance with sound commercial practices.”*^ Traders seeking a 
hedge exemption must apply for a specific exemption and supply 
documentation to support the application. 

For certain futures markets, including the energy markets, the 
CFTC has authorized exchanges to establish “accountability levels” 
rather than position limits for traders holding contracts in months other 
than the spot month. The CFTC explains: 

If a market has accountability mles, a trader - whether 
speculating or hedging - is not subject to a specific limit. 

Once a trader reaches a preset accountability level, however, 
he must provide Information about his positions upon request 
by the exchange. Depending on the size of the market and 
type of commodity, any trader over the accountability level 
must also consent to stop increasing his position if so ordered 
by the exchange.*^ 

In compliance with the CFTC’s directives, NYMEX has 
established position limits and accountability levels for various energy 
contracts.*’* The NYMEX position limits and accountability levels are 
shown in Table 4. 


“h. 

“ 17C.F.R. § J.3(z)(2002). 

“ See 17 C.F.R. § 10.5(e) (2002). 

67 Backgrounder on Speculative Limits. 

NYMEX. com: Exchange Rulebook, §§ 9.26A, 9.27, 9.27A, at NYMEX website, at 
http://nymex.conV rule_main.aspx. 
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Table 4 

Position Limits and Accountability Levels for NYMEX Energy 
Futures Contracts 


Market 

Position 

Limits 

(#of 

contracts) 

Accountability Levels 
(# of contracts) 

Expiration 

Month 

Net Single 
Month 
(other than 
expiration) 

Net All 
Months 
Combined 

Natural Gas 

1.000 for lasts 
days 

12,000 

12,000 

RBOB 

Gasoline 

1,000 for lasts 
days 

7,000 

7,000 

Heating Oil 

1 ,000 for last S 
days 

7,000 

7,000 

Crude Oil 

S,000 for last S 
days 

20,000 

20,000 


In contrast to NYMEX, ICE has established no position limits or 
accountability levels for its traders. That means a trader can speculate 
without limit by trading on ICE, where no such restrictions apply. As 
the Subcommittee has found in this investigation, when NYMEX 
attempted to limit Amaranth’s speculative positions in the natural gas 
market. Amaranth simply switched its positions to ICE. 

As currently written, the CEA does not directly prohibit traders 
from engaging in excessive speculation. Rather, the CEA directs the 
CFTC to issue position limits to prevent excessive speculation from 
causing sudden, unreasonable, or unwarranted price changes. To 
enforce this provision of the CEA in the energy markets, the CFTC has 
issued fixed position limits for specific energy commodities and 
contracts, and authorized regulated exchanges to issue accoimtability 
limits to trigger reviews of trader positions. If an exchange determines 
that a position is excessively concentrated, the exchange can order the 
trader to reduce that position. Violations of a position limit or an order 
to reduce a position are considered civil violations of the CEA, 
punishable in the same manner as violations of other statutory and 
regulatory provisions. NYMEX policy is to send warning letters on the 
first two occasions that a trader violates a position limit; for subsequent 
violations traders are subject to civil monetary penalties and even 
forfeiture of their trading privileges on the exchange. These types of 
violations are not treated as crimes, unless they are part of an effort to 
manipulate commodity prices or commit some other criminal offense. 
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E. Market Manipulation 

The CEA states that the manipulation of commodity prices is a 
felony punishable by a fine of up to $1 million and imprisonment of up 
to five years.®^ Although it is one of the core provisions of the law, 
neither the CEA nor its implementing regulations provides a specific 
definition of manipulation. The CEA states only that it is against the 
law for “[a]ny person to manipulate or attempt to manipulate the price of 
any commodity in interstate commerce, or for future delivery on . . . any 
registered [exchange], or to comer or attempt to comer any such 
commodity.”™ 

The case law interpreting the CEA’s prohibitions against market 
manipulation is confusing and contradictory. The current test for 
establishing manipulation requires the following four elements to be 
established by a preponderance of the evidence: 

(1) the accused had the ability to influence market prices; 

(2) the accused specifically intended to influence market prices; 

(3) artificial prices existed; and 

(4) the accused caused the artificial prices.^’ 

F. Natural Gas Trading 

To understand the natural gas market, it is important to examine 
not only the nature of the commodity, the cash and financial markets, 
and CFTC regulation and oversight, but also the key trading strategies 
that many natural gas traders follow. 

In general, natural gas producers and marketers are less concerned 
with the absolute price of natural gas than with ensuring they obtain an 
adequate margin of profit for the gas they sell. What matters most to 
producers and marketers is whether they can sell the gas for more than it 
cost to acquire. End users of natural gas have a slightly different 
perspective - they are most concerned with obtaining natural gas at the 
lowest price relative to their other costs and expenses. Speculators have 
a third perspective: they seek to profit from the frequent price changes 
in the natural gas market - devising strategies to profit from both price 
differences and price volatility. 

Price Spreads. Typically, rather than purchase a contract that 
locks in an absolute price level for a particular month, natural gas traders 
use trading strategies that involve relative price levels between different 

® Section 9 of the CEA. 

™ 7U.S.C. § 13(a)(2). For more information, see the Subcommittee’s detailed discussion of this 
provision of the law in its 2003 Report, Appendix 1, pp. 125-37. 

' In the matter of Cox and Frey, 1987 Westlaw 106879 (C.F.T.C.). 
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months. These strategies - called “spread trading” - involve the 
simultaneous purchasing of a futures contract for one month - called the 
“long” month - and the selling of the same number of futures contracts 
for a different month - called the “short” month. The purchases are 
linked together in the exchange’s trading records with the price 
difference between the two shown as the price spread. For example, if a 
trader buys a contract for March at $7.50, and in the same transaction 
sells a contract for April at S7.25, the exchange will list both trades 
together as a single transaction with a price spread of $0.25. 

A natural gas distributor, for example, may use a spread strategy to 
buy a futures contract for natural gas to be delivered to the distributor in 
the summer, when prices are low, and at the same time sell a futures 
contract for natural gas to be delivered in the winter, when prices are 
high. In this manner, the distributor can lock in a profit by selling 
natural gas for more than it cost the distributor to purchase the gas. A 
distributor is likely to pursue this type of strategy if the difference in 
price between the winter and summer contracts - the price spread - is 
greater than the distributor’s costs in storing the physical gas between 
those summer and winter months. Large winter/summer price spreads 
therefore provide a financial incentive for marketers and distributors to 
accumulate gas in storage during the summer months for sale during the 
winter months. 

On the other side of the trade, a speculator may believe that a price 
spike is likely to occur in the upcoming winter, as has occurred in most 
of the previous years, and therefore that winter prices will be much 
higher than the summer prices. To profit from the difference in prices, 
the speculator may buy a winter/summer spread, meaning that the 
speculator will buy a futures contract for a winter month and at the same 
time sell a futures contract for a summer month. For example, a 
speculator who buys 100 January contracts for $7.50 each and 
simultaneously sells 100 July contracts for $7.25 can be said to be 
“buying 100 January /July spreads at 25 cents,” which will cost the 
speculator a total of $2.50. If the speculator had instead bought 1 00 
January contracts, without any offsetting July contracts, it would have 
had to pay $75.00 for those contracts. As this example shows, spread 
trading can be a lot less expensive than buying contracts for single 
months. 

The “Forward Curve.” To aid in their analysis of price spreads 
in the natural gas markets, traders use a type of chart called the “forward 
curve.” The forward curve shows, for any given date, the price of each 
NYMEX futures contract for successive future months. The forward 
curve for natural gas clearly depicts the differences in natural gas futures 
prices between the winter and summer months. Figure 17 displays, for 
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example, the forward curve for natural gas on June 1, 2007. The points 
that make up the forward curve reflect the final, actual NYMEX price on 
that date to buy a futures contract to deliver natural gas in each future 
month over the next five years. The points form curves that look like 
waves because, in each year, the futures prices for the winter months are 
higher than the futures prices for the summer months, reflecting a higher 
anticipated demand for natural gas during the winter heating seasons. 


Figure 17 

Natural Gas Forward Curve: 

Price of Each NYMEX Natural Gas Futures 
Contract on June 1 , 2007 



month of futures contract 

Fig. 1 7. The seasonality of natural gas demand is reflected in 
the “forward curve,” which shows for a specified date the price 
of each natural gas futures contract for future months. The 
natural gas forward curve peaks in the winter months and falls 
in the summer months. Data source: NYMEX. 


Figure 1 8 shows what the forward curve looked like in mid-August 
of each year from 2002 through 2006. Not only did the absolute level of 
futures prices rise from 2002 to 2006, but the difference in futures prices 
between summer and winter months - the winter/summer spread - 
increased as well, reflecting the market’s view that natural gas prices 
during the winters would continue to be at a premium. The reason for 
the unusually high prices and large differences between the winter and 
summer prices in 2006 is discussed in the next section. Amaranth’s 
excessive speculation in natural gas futures played a central role. 
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Figure 18 


NYMEX Natural Gas Forward Curves 
2002 - 2006 



1 4 7 10 13 16 19 22 25 28 31 34 37 40 43 46 49 52 55 58 

future months 


Fig. 18. The forward curve in 2006 was higher and the 
winter/summer price spreads were larger than in previous 
years. Data source: NYMEX. 
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V. EXCESSIVE SPECULATION IN THE NATURAL GAS 
MARKET IN 2006 

"Nowhere does history indulge in repetitions so often or so 
uniformly as in Wall Street. When you read contemporary 
accounts of booms or panics the one thing that strikes you 
most forcibly is how little either stock speculation or stock 
speculators to-day differ from yesterday. The game does not 
change and neither does human nature. ” 

—Edwin Lefevre, Reminiscences of a Stock Operator (\923y^ 

A. Overview 

In early 2006, it began to be clear that the effects of Hurricanes 
Katrina and Rita on natural gas supplies had dissipated. Due to a warm 
winter, a large amount of natural gas remained in storage, indicating 
there would be a relatively high level of supply for the upcoming 
summer, and likely an above-average amount of natural gas in storage 
for the next heating season. Despite above-average amounts of natural 
gas in inventories, the price of natural gas in the futures markets 
remained extremely volatile, and the difference in price - or “spread” - 
between natural gas futures contracts for the next winter and the 
upcoming summer kept increasing. The paradox of unusually high 
winter/summer price spreads in the face of above-average supplies 
persisted throughout the summer and into early September. Then, in 
mid-September, the winter/summer price spreads suddenly collapsed. 

As these price spreads collapsed, so did Amaranth, the largest single 
trader in the natural gas markets. Reports indicated that Amaranth lost 
more than $2 billion in the natural gas market during the first three 
weeks of September, precipitating the liquidation of the entire $8 billion 
fund. 


The Subcommittee began this investigation in October 2006 to 
understand why certain natural gas futures prices, particularly the 
winter/summer price spreads, had remained so high in the face of above- 
average supplies and whether the large-scale trading conducted by 
Amaranth had contributed to those high prices. To conduct this 
investigation the Subcommittee subpoenaed natural gas trading records 
from NYMEX, ICE, Amaranth, and other traders.^^ The 
Subcommittee’s analysis of this trading data, which includes several 
million individual trades, indicates that the extreme levels of 
winter/summer price spreads were driven by Amaranth’s excessive 


” J. Wiley & Sons, New York, 1994, at p. 180. 

The Subcommittee appreciates the responsiveness of both NYMEX and ICE in providing 
extensive trading records in user-friendly electronic fonnats in a timely manner. The 
Subcommittee also appreciates the co-operation of Amaranth and its former personnel, and of 
persons from other firms who provided information to tfie Subcommittee. 
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speculative trading in natural gas contracts on both NYMEX and ICE, 
persisting over several months. 

Prior to its collapse, Amaranth dominated trading in the U.S. 
natural gas market. It bought and sold thousands of natural gas contracts 
on a daily basis, and tens of thousands of contracts on certain days. All 
but a few of the largest energy companies and hedge funds consider 
trades of a few hundred contracts to be large trades. Amaranth held as 
many as 100,000 natural gas futures contracts at once, representing one 
trillion cubic feet of natural gas, or 5 percent of the natural gas used in 
the United States in a year. At times Amaranth controlled up to 40 
percent of all of the open Interest on NYMEX for the winter months 
(October 2006 through March 2007). Amaranth accumulated such large 
positions and traded such large volumes of natural gas futures that it 
distorted market prices, widened price spreads, and increased price 
volatility. 

Amaranth’s fundamental view was that winter natural gas prices 
would be much higher than summer natural gas prices. It pursued its 
fundamental view largely through two major trading strategies: (1) 
buying futures contracts for January 2007 while selling futures contracts 
for November 2006 - the “January/November spread” - representing a 
bet that January prices would be much higher than November prices; and 
(2) buying futures contracts for March 2007 while selling futures 
contracts for April 2007 - the “March/ April spread” - representing a bet 
that March prices would be higher than April prices, when demand for 
natural gas for home heating diminishes significantly. 

Amaranth pursued these strategies to an extreme. On almost every 
day from mid-February through July, Amaranth held more than 50 
percent of the open interest on NYMEX in the January 2007 and 
November 2006 contracts. In late July, Amaranth held a total of more 
than 80,000 NYMEX and ICE contracts for January 2007 - representing 
a volume of natural gas that equaled the entire amount of natural gas 
eventually used in that month by U.S. residential consumers nationwide. 
Amaranth’s large-scale trading was a major driver behind the rise of the 
January/November price spread from $1.40 in mid-February to $2.20 in 
late April, an increase of more than 50 percent. 

Amaranth also held large positions in the March/ April spread, 
meaning it had bought a large volume of March contracts and sold a 
large number of April contracts. Amaranth’s effect on this price spread 
was evident on particular dates when it traded extraordinarily large 
numbers of these contracts. For example, on July 31, Amaranth bought 
over 10,000 March 2007 futures contracts on NYMEX and sold about 
the same number of April 2007 futures contracts. Amaranth’s trading 
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represented almost 70 percent of the total NYMEX trading volume in 
each of these contracts on that date. Similarly, on July 31, Amaranth 
bought 13,000 March 2007 natural gas swap contracts on ICE, and sold 
nearly 1 1,000 April contracts. These trades accounted for about 60 
percent and 50 percent of the volume of trading in these contracts on 
ICE, respectively. Amaranth’s large volume of trading was the prime 
reason the March/ April price spread inereased by 72 cents on July 3 1 . 
This increase was an extremely large one-day jump in price. 

Amaranth also held large positions in other winter and summer 
months spanning the five-year period from 2006-2010. In aggregate, 
Amaranth amassed an extraordinarily large share of the total open 
interest on NYMEX. During the spring and summer of 2006, Amaranth 
controlled between 25 and 48 pereent of the outstanding contracts (open 
interest) in all NYMEX natural gas futures contracts for 2006; about 30 
percent of the outstanding contraets (open interest) in all NYMEX 
natural gas futures contract for 2007; between 25 and 40 percent of the 
outstanding contracts (open interest) in all NYMEX natural gas futures 
contracts for 2008; between 20 and 40 percent of the outstanding 
contracts (open interest) in all NYMEX natural gas futures contracts for 
2009; and about 60 percent of the outstanding contracts (open interest) 
in all NYMEX natural gas futures contracts for 2010. 

The current regulatory regime proved ineffective in limiting 
Amaranth’s excessive speculation. Neither the CFTC nor NYMEX had 
a full view of Amaranth’s trades, positions, or overall market presence 
because Amaranth’s trades on ICE were exempt from regulatory 
oversight and scrutiny. Moreover, unlike NYMEX, ICE had no legal 
obligation to monitor positions held by traders, or to report positions to 
CFTC. 

Without a view of natural gas trades on ICE, neither the CFTC nor 
NYMEX had a full appreciation or understanding of how speculative 
trading in natural gas contracts was affecting the price of natural gas. 
NYMEX’ s attempts to prevent Amaranth’s large volume of trading from 
disrupting the orderly settlement of the NYMEX futures contract for 
September 2006 were unsuccessful due to Amaranth’s ability to conduct 
its speculative trading without any limitation on ICE. In early August, 
NYMEX directed Amaranth to reduce its holdings in the September and 
in the October 2006 contracts. Amaranth responded by moving its 
positions in the September and October contracts to ICE. 

After moving its September and October positions from NYMEX 
to ICE, Amaranth placed even more trades on ICE, fixrther increasing its 
overall positions for these contracts. It continued to trade very large 
volumes of September and October contracts on ICE until just before the 
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September contracts expired at the end of August. Amaranth’s large- 
scale trading in the days and hours leading up to the expiration of the 
September contract increased the price volatility of the September 
contract. 

On August 29, the last day of trading on the September contract, 
Amaranth repeatedly made large-scale trades on ICE, selling the 
September contract and buying the October contract. Its trades were 
counterbalanced during the day by other traders taking the opposite 
positions, buying the September contract and selling the October 
contract. Altogether, Amaranth sold about 16,000 September contracts 
on ICE, while the largest opposing trader, a hedge fund called 
Centaurus, bought about 12,000. Due to a request from NYMEX to 
limit its trading on the September contract. Amaranth ceased trading on 
both NYMEX and ICE an hour before trading closed. Centaurus 
continued to buy the September contract, and its price rose dramatically 
in the final hour. Amaranth suffered substantial losses and, on August 
30, charged that it had been the victim of a price spike caused by large- 
scale trading rather than market forces, and requested an investigation by 
regulators. 

In late August, the market moved sharply against Amaranth. The 
amount of natural gas in storage was very high, and there had been no 
major hurricanes to disrupt production. The winter/summer spread 
positions that Amaranth had invested in during the spring and summer 
began to fall. Amaranth’s margin requirements grew to over $2 billion, 
and eventually reached nearly $3 billion. As a result. Amaranth no 
longer had the capital to buy large positions in the face of falling prices. 
As other traders perceived that at long last prices were finally returning 
to their fiindamental value, the market began to fall even faster, 
compounding Amaranth’s losses. By mid-September, Amaranth was 
forced to sell its positions to its clearing firm, JPMorgan Chase, and 
another hedge fund. Citadel, and liquidate the rest of the holdings in the 
$8 billion fund. 

B. Setting the Stage: Natural Gas Market Fundamentals in 

Early 2006 

In mid-summer 2005, U.S. natural gas storage facilities were 
nearly full, and natural gas was plentiful. When Hurricanes Katrina and 
Rita hit in the late summer, however, they caused major damage to 
natural gas pipelines and wells in the Gulf of Mexico, resulting in a 
sharp drop in natural gas production and a spike in natural gas prices.^"* 

According to DOE’s Energy Information Administration, “Hurricane Katrina destroyed 44 
[natural gas] platforms in the Gulf of Mexico and damaged 20 others, while Hurricane Rita 
destroyed 69 platforms and damaged 32 others.” As of June 2006, almost 1 billion cubic feet per 
day of production remained off-line - representing about 9 percent of daily production in the 
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Fortunately, these adverse conditions lasted for only a few months. Mild 
winter temperatures in early 2006, including the warmest January on 
record, greatly reduced the demand for natural gas.’^ By the spring of 
2006, overall U.S. natural gas production had returned to pre-hurricane 
levels, with increased production from new wells offsetting the declines 
in the Gulf of Mexico. (Figure 19). 


Figure 19 

U.S. Natural Gas, Monthly Production 



Fig. 19. By spring 2006, natural gas production levels had 
returned to pre-hurricane levels. Data source: EIA, Natural Gas 
Gross Withdrawals and Production. 


By April 1, natural gas inventories were nearly 40 percent above 
the previous five-year average.^* Inventories would remain above the 
five-year average for the remainder of 2006. (Figure 20). The 
turnaround in the natural gas supply outlook dampened the record high 
prices that followed the hurricanes in 2005. By late spring, near-term 
futures prices had returned to pre-hurricane levels. (Figure 21). 


Gulf of Mexico and about 5 percent of total U.S. daily production. EIA, Natural Gas Year-In- 
Review 2006, at p. 3. 

EIA, Natural Gas Year-In-Review 2006 (March 2007); FERC, 2006 State of the Markets 
Report. 

FERC, 2006 State of the Markets Report, at p. 8. 
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Figure 20 

Natural Gas in Storage, By Year 



month 

Fig. 20. In April 2006, at the start of the 2006-2007 natural gas 
injection (storage) season, the amount of natural gas in inventories 
was higher than at any time in the previous 5 years. Throughout the 
rest of 2006 Inventory levels remained higher than in any of the 
previous five years. Data source: ElA. 


Figure 21 

Natural Gas Futures Prices, 2005-06 
Next Month Contract, NYMEX 



Fig. 21. By spring 2006 natural gas next-month futures prices 
had returned to pre-hurricane levels. Data source: ElA. 
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At the same time that near-temi Mures prices began falling in 
early 2006 to pre-hurricane levels, prices for fiitures contracts for the 
months further into the future also were much lower. Figure 22 
displays forward curves on two dates - reflecting the final prices of 
NYMEX futures contracts on those dates for all of the future months in 
which NYMEX contracts can be traded. The first curve is from October 
2005, shortly after the Katrina and Rita hurricanes, and the second is 
from February 2006 toward the end of the mild winter. Figure 22 shows 
how the price of every natural gas futures contract from March 2006 
through March 2007 was lower in Februaiy 2006 than it had been in 
October 2005, just after Katrina and Rita. This downward adjustment in 
prices reflected a general belief in early 2006 that the effects from the 
hurricanes would not be as severe on natural gas prices as initially 
feared. 


Figure 22 

NYMEX Natural Gas Forward Curves 
Late 2005 and Early 2006 



Fig. 22. By early 2006, futures prices for the next 12 months 
had fallen significantly from their post-hurricane levels, 
reflecting a lessening concern regarding the long-term effects of 
those hurricanes on natural gas prices. Data source: NYMEX. 


Some traders, however, thought winter prices would increase. 
Amaranth, for example, told the Subcommittee that, with increasing 
domestic demand for natural gas, their traders expected supply 
shortages, delivery bottlenecks, and weather-related disruptions to 
develop during the winter and boost prices. In their view, the 
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fundamentals of supply and demand justified much higher spreads 
between the natural gas winter and summer prices, and presented 
Amaranth with a profit-making opportunity. Over the next seven 
months, Amaranth aggressively pursued this market view. 

C. The Rise of Amaranth 

“But to tell the truth, Sam, I had sort of made up my mind to 
keep out of speculation since my last little deal. A man gets 
into this game, and into it, and into it, and before you know 
he can ’t pull out - and he don ’t want to. ” 

— Frank Norris, The Pit: A Story of Chicago (1902) 

Amaranth Advisors, LLC, was created in 2000 as a multi-strategy 
hedge fund. Nicholas Maounis, the founder and Chief Executive Officer 
of Amaranth, had previously worked at another hedge fund, Paloma 
Partners Management Company (“Paloma”), where he both traded and 
managed teams of traders. Mr. Maounis brought with him a trading 
team from Paloma, consisting of four portfolio managers, eight analysts, 
five traders, four quantitative analysts, and various technical support 
personnel. Paloma held a minority interest in the newly spun-off fund 
and provided additional back-office and administrative support. 
Amaranth began operation with approximately $600 million in capital 
and sought to employ “a diverse group of arbitrage trading strategies,” 
particularly featuring convertible bonds, mergers, and utilities. 

In 2002, Amaranth added energy commodity trading to its slate of 
strategies and hired several former Enron traders to its staff. JPMorgan 
Chase, which served as Amaranth’s clearing firm for its commodity 
trades, explained; “Due to the bankruptcy of Enron North America and 
its departure as the largest market maker in a number of energy 
derivatives exchanges and OTC markets the Fund manager views this as 
an expansion/diversification opportunity for Amaranth.” * The clearing 
firm noted; “Initially only 2% of Amaranth’s capital will be allocated to 
energy related trading.” 


During its first few years Amaranth generated excellent returns, 
exceeding 29 percent in 2001, 15 percent in 2002, and 21 percent in 


’’ JPMorgan Chase, CP Leveraged Funds Due Diligence, Annual Review 2001, Bates No, JPM- 
PSI 00007004; Interview with Amaranth officios, December 20, 2006. Convertible bond 
arbitrage consists of buying a convertible bond and short selling the underlying common stock 
that the bond can be converted into. Merger ^bitrage consists of investing in securities of 
companies that may be involved in mergers, takeovers, recapitalizations, or other types of 
corporate restructuring. Utilities arbitrage consists of buying one basket of utility stocks and 
selling short another basket of utility stocks and hoping to profit from the changes in the price 
differentials between the two baskets. 
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2003. In 2004, however, Amaranth found it increasingly difficult to 
maintain these high returns through its existing arbitrage strategies. 
Amaranth’s core strategy of convertible bond arbitrage had yielded no 
return at all for the first seven months of 2004, and its overall net return 
across all strategies was just over 3 percent, well below the fund’s 
previous performance.^^ 

During this period of low returns Amaranth decided to increase its 
exposure to potentially higher-yielding markets, particularly energy. In 
mid-2004. Amaranth hired Brian Hunter as a natural gas trader; in 2005, 
Mr. Hunter was promoted to co-head of Amaranth’s commodities group. 
As the convertible bond market continued to falter into 2005, Amaranth 
shifted more capital into energy trading. Whereas in mid-2004 energy 
trading was a negligible fraction of Amaranth’s portfolio, by mid-2005. 
Amaranth had devoted approximately 30 percent of its capital to energy 
arbitrage. 

Amaranth employed a variety of energy trading strategies. 
JPMorgan Chase described them as follows; 

The Fund has hired a couple of former Enron energy traders 
to build an Energy Arbitrage desk. Energy arbitrage 
opportunities can also take a number of forms due to the 
significant amount of available “Energy” products. A 
generic geographical energy arbitrage can be trading the 
difference of price in a given commodity either in the same 
location or in [a] different geographical location. Other 
arbitrage opportunities include Grade arbitrage which 
encompasses trading the difference in price of two related 
crude oil based commodities such as the spread between WTI 
and Brent Crude. Generally these arbitrage opportunities are 
created by fundamental news affecting production and 
inventory. In addition trades may also be on the perceived 
price volatility of crude oil and other cmde products such as 
gasoline, jet fuel and heating oil and or the correlation 
between one another. These views have been expressed 
through calendar spreads. In addition, deep out-of-the- 
money call options are purchased as a cheap way to take 
advantage of price shocks. Leverage ranges from 5-8x.*'’ 


™ Interview with Amaranth officials, Dec. 20, 2004; JPMorgan Chase, CP Leveraged Funds Due 
Diligence, Annual Review 2004, Bates No. IPM-PSI 0007031. 

''‘Id. 
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Amaranth’s purchase of inexpensive deep out-of-the-money call 
options paid off handsomely when natural gas prices spiked after 
Hurricanes Katrina and Rita. The purchase of these options allowed 
Amaranth to buy very expensive natural gas futures contracts at a steep 
discount. 

The effect of these options and Amaranth’s other natural gas 
positions on Amaranth’s overall performance in 2005 was dramatic. For 
the first six months of 2005, Amaranth lost money; the net return was 
negative one percent. In August and September, largely due to 
Amaranth’s natural gas positions. Amaranth’s domestic portfolio gained 
nearly 15 percent. By year-end, the portfolio had gained just over 21 
percent. 

JPMorgan Chase reported, “For [the domestic Amaranth funds] the 
majority of the positive performance for 2005 came from profits in the 
energy book, approximately 98 percent of the funds’ [year-to-date] 
performance was related to energy trades. Energy trading profits/losses 
are derived primarily from natural gas calendar swaps.”*' Reports 
indicated that, in 2005, as a result of these trades, Mr. Hunter personally 
made $75 million.*^ 


Table 5 

Amaranth Returns 
2005 


Month 

Monthly 

Return 

(%) 

Year- 

to-Date 

Return 

(%) 

Jun 05 

3.03 

-0.98 

Jul 05 

2.39 

1.38 

Aug 05 

5.19 

6.65 

Sep 05 

7.49 

14.63 

Oct 05 

-0.90 

13.60 

Nov 05 

3.48 

17.53 

Dec 05 

3.13 

21.21 


By 2006, in part due to its 
energy trading successes, 
Amaranth had grown significantly, 
both in terms of the number of its 
employees and in net asset value. 

It now had approximately $8 
billion in assets under 
management. It employed more 
than 400 people in offices around 
the world, including Greenwich, 
Connecticut; London; Toronto; 
Singapore; Calgary; and Houston. 
Its staff included a Chief Risk 
Officer and 12 risk “lieutenants” to 
monitor the risks in the various 
trading books.** 


*’ JPMorgan Chase, CP Leveraged Funds Due Diligence, Annual Review 2005, Bates No. JPM- 
PSI 0007051. 

Ann Davis et al, Hedge-Fund Hardball, Amid Amaranth 's Crisis, Other Players Profited, 
Wall St. J., Jan. 30, 2007, at Al. 

^^Id. 
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D. January-April 2006: Amaranth Buys and Profits from 
Large Spread Positions 

“How are you going to buy a big block of a stock in a bull 
market without putting up the price on yourself? That would 
be the problem. ” 

—Reminiscences of a Stock Operator, p. 233. 

According to Amaranth, in January 2006, as the wanner-than-usual 
weather mitigated the post-hurricane concerns over the adequacy of 
supplies. Amaranth’s traders believed that natural gas prices would 
fall.*"* Over the course of January, Amaranth made a series of trades that 
resulted in its acquisition of huge natural gas positions, selling nearly 
30,000 natural gas contracts for March 2006, and ending the month with 
a total short position for March of about 40,000 contracts. Amaranth 
held about two-thirds of its positions on NYMEX and the other third on 
ICE. 


Figure 23 

Amaranth’s Positions in January 2006 


January 3, 2006 


10000 

May-06 , __ 

_ Jan-07 Mar-o? 


1 Oct-06 


Mar-06 




■ ICE 

>50000 

NYMEX 


“ All of the data and information in this Report regarding Amaranth’s trading is derived from 
trading data obtained from Amaranth, ICE, and NYMEX and Subcommittee interviews with 
Amaranth officers and traders. 
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January 31, 2006 



Fig. 23. In January 2006, Amaranth built a short position of about 
40,000 March 2006 contracts, about 2/3 of which were on NYMEX 
and 1/3 on ICE. Positions beyond May 2007 are not displayed. Data 
source for charts on Amaranth’s positions: NYMEX, ICE, and 
Amaranth. 

During February 2006, Amaranth shifted its short March positions 
into April, maintaining its bet that natural gas prices would continue to 
fall. By the middle of the month, as the relatively mild weather 
continued. Amaranth concluded that the growing glut of gas would carry 
through the summer and into the fall. Amaranth began selling futures 
contracts for the fall months and buying futures contracts for the winter 
months with the expectation that the price of winter gas would be at a 
premium. In particular. Amaranth bought contracts for January 2007 
and sold contracts for November 2006 (the “January/November 
spread”), in effect betting that January prices would rise faster than 
November prices. Amaranth invested heavily in its trading strategy, 
finishing the month with a short position of more than 25,000 November 
contracts and a long position of more than 25,000 January contracts. 
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Figure 24 

Amaranth’s Positions in February 2006 


February 14, 2006 



February 28, 2006 



Fig. 24. In mid-February, Amaranth began building a large spread 
position between January 2007 and November 2006. Most of the 
trading in these contracts occurred on NYMEX. 

Amaranth pursued a similar strategy in March 2006; it maintained 
a short position in the nearby spring months, shifting 30,000 short April 
contracts into May. It also maintained its large spread position between 
the upcoming fall and winter months. Although Amaranth began 
building this spread by selling November 2006 contracts and buying 
January 2007 contracts, in March, Amaranth shifted some of its short 
positions from November 2006 contracts into October 2006 contracts. 
To build these positions. Amaranth traded primarily on NYMEX, and to 
a lesser amount on ICE. 
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Figure 25 

Amaranth’s Positions In March 2006 


March 10, 2006 



March 31, 2006 



Fig. 25 During March Amaranth continued to hoid a short spring 
position and a spread between the fait months of October and 
November 2006, and January 2007. 

Amaranth continued the same strategies in April. It rolled its short 
May 2006 contracts into short June 2006 contracts and increased its 
January/November spread position by several thousand contracts. By 
the end of April, Amaranth was short approximately 30,000 contracts for 
November 2006, and long more than 34,000 contracts for January 2007. 
Amaranth had also accumulated significant short positions in the 
summer and fall months and significant long positions in the winter 
months. All of these positions reflected Amaranth’s fundamental market 
view that the price of natural gas during the winter would be very 
expensive as compared to the summer. 
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Figure 26 

Amaranth’s Positions in April 2006 
April 13, 2006 
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APRIL 28, 2006 



Fig. 26. In April Amaranth maintained its short position in the nearby 
spring and summer months and slightly increased its winter/fall 
spread position. 





272 


According to traders interviewed by the Subcommittee, 
Amaranth’s fundamental market outlook in early 2006 was not 
unreasonable under the circumstances. What was striking about 
Amaranth’s positions, and unknown to other traders, was the size of 
Amaranth’s natural gas holdings. By the end of February, Amaranth 
held nearly 70 percent of the open interest in the NYMEX natural gas 
futures contract for November 2006 (Figure 27), and nearly 60 percent 
of the open interest in the NYMEX natural gas futures contract for 
January 2007 (Figure 28). In other words, Amaranth’s long position in 
the January contract accounted for about 60 percent of all of the futures 
contracts for January that had been bought and had not yet been sold 
back. Similarly, Amaranth’s short position in November accounted for 
about 70 percent of the November contracts that had been sold but had 
not yet been bought back. These were extremely large positions. 

Figure 27 

Amaranth Open Interest, NYMEX Natural Gas Contract for 
November 2006 

Compared to Total NYMEX Open 
Interest 



As % of NYMEX Open Interest 
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Figure 28 

Amaranth Open Interest, NYMEX Natural Gas Contract for 
January 2007 


Compared to Total NYMEX Open 
Interest 



As % of NYMEX Open Interest 



Figs. 21 and 28. Amaranth held extremely large shares of open 
interest in the November 2006 and January 2007 NYMEX natural gas 
futures contracts. Data source: Amaranth and NYMEX. 
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Although Amaranth 
traders and officers told 
the Subcommittee that 
they did not consider any 
of Amaranth’s positions 
or trades to be unusually 
large or risky, very few, 
if any, other traders 
appeared to hold 
positions as large as 
Amaranth or to trade as 
much volume as 
Amaranth. Generally, 
except for large energy 
companies and multi- 
billion dollar funds, 
positions of a few 
thousand contracts are 
beyond the financial 
capability and risk 
tolerance of most traders. 

All traders are required to post funds - called “margin” - with their 
clearing firms to ensure that they have the financial resources to perform 
under the contract and make up for any losses incurred in their positions. 
Large holdings incur large 
margin requirements. An 
outright position of 10,000 
contracts, for example, requires 
the posting of a margin of over 
$67 million. Assuming the price 
of natural gas is about $7.50 per 
MMBtu, an outright position of 

10.000 NYMEX futures 
contracts would be worth $750 
million. A change of just one 
cent in a position of 10,000 
futures contracts, whether an 
outright position or a spread 
position, would change that 
trader’s profit or loss by $1 
million. At times, from late 
April through mid- August 2006, 

Amaranth held more than 

100.000 natural gas futures 


How big is 100,000 contracts? 

From late April through mid-August, 
Amaranth had a total open interest on 
NYMEX of more than 100,000 natural gas 
futures contracts - more than 40 percent of 
the total open interest on NYMEX during 
this period. By late summer. Amaranth 
also had built total positions on NYMEX 
and ICE of nearly 100,000 contracts in 
individual months. 

100,000 contracts represent an amount of 
natural gas equivalent to: 

• 1 trillion cubic feet of natural gas; 

• 23 percent of the amount of natural 
gas consumed by residential users in 
2006; 

• 5 percent of the total amount of 
natural gas consumed in the United 
States in 2006. 


Table 6 

NYMEX Natural Gas Futures: 
Cost of Position Size 


Number 

of 

Contracts 

Margin 

Requirement* 

Profit or 

Loss From 
Price 

Change of Id 

1 

$6,750 

$100 

10 

$67,500 

$1,000 

100 

$675,000 

$10,000 

1000 

$6,750,000 

$100,000 

10,000 

$67,500,000 

$1,000,000 

100,000 

$675,000,000 

$10,000,000 


*lnitial Margin requirement for month 
natural gas futures contract for traders not a 
Member of the Exchange. Margin 
requirements will be less for spread 
positions. 
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contracts. Amaranth’s total margin requirements routinely exceeded $1 
billion. 

Amaranth’s short-term and long-term positions yielded good 
returns in April 2006. The spread between the November 2006 contract 
and the January 2007 contract widened from $1.59 to $2.22. 

Amaranth’s short Jime position did very well in April too, as the price of 
the June 2006 contract fell from $7.42 to $6.55 during the month of 
April. The March/ April spread in 2008 increased from $1.97 to $2.48, 
and the March/ April spread for 2010 increased from $1.99 to $2.40. In 
total, Amaranth’s energy portfolio gained more than $1 billion in value 
in April 2006, by far the largest contribution to Amaranth’s overall 
return of more than 14 percent for the month and more than 30 percent 
for the year-to-date.*^ 

Amaranth explained its successful April in a monthly letter on the 
fund’s performance sent to Amaranth’s investors: 

Our energy and commodities portfolios generated 
outsized returns due to unusual volatility across the crude oil, 
natural gas, and metals businesses. Primary drivers of returns 
included (1) natural gas spread trades, which benefited from 
the significant increase in crude oil prices and the glut of 
summer 2006 natural gas relative to storage capacity and 
prospective summer demand, and (2) a profound increase in 
base metals prices (copper in particular) with an associate 
volatility spike. As volatility increased during the month, we 
took the opportunity to reduce exposure in our natural gas 
and metals portfolios and realized profits. 


Table 7 

Amaranth Returns: January - April 2006 


Month 

Monthly Return 
(%) 

Year-to-Date 
Return {%) 

Jan 

6.45 

6.45 

Feb 

4.30 

11.03 

Mar 

2.91 

14.26 

Apr 

14.42 

30.73 


Amaranth, Performance and Net Asset Value Report — September 2006 YTD, provided to 
JPMorgan Chase, Bates No. JPM-PSI 00006995. 

Amaranth investor letter in April 2006 monthly update to JPMorgan Chase, Bates No. JPM- 
PSI 00006978. 
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Upon closer analysis, Amaranth itself appears to have been a 
significant contributor to the “unusual volatility” in the natural gas 
market that added so much to its “outsized returns” for April. Amaranth 
purchased large numbers of January contracts, coupled with large sales 
of the November contract, a trading strategy called “buying a spread 
position.” By buying one contract and selling the other in linked 
transactions. Amaranth helped to widen the difference in price between 
these two contracts. Amaranth was the predominant buyer of the 
January contract during this period; its long January position constituted 
as much as 60 percent of the amount of open interest in that contract on 
NYMEX. At the same time, Amaranth was the predominant seller of 
the November 2006 contract; its short November position constituted as 
much as 75 percent of the amount of open interest in that contract on 
NYMEX. As Figure 29 shows. Amaranth’s large purchases of NYMEX 
natural gas futures contracts for January 2007 are highly correlated with 
movements in the price spread between the January 2007 and November 
2006 contracts (the January/November price spread). 


Figure 29a 

Amaranth's Purchases of January 2007 Contracts 
Are Highly Correlated with Spread Prices 



Fig. 29a. From mid-February through April, Amaranth's large sales of 
November 2006 futures contracts and purchases of roughly the same 
number of January 2007 futures contracts Increased the price spread 
between the two contracts. Data source: NYMEX and ICE. 
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Figure 29b 

Amaranth's Purchases of January 2007 Contracts and 
January/November Spread Prices 



Fig. 29b. The size of Amaranth’s position in the January-November 
spread (and the January/October spread) was highly correlated with 
the January-November prices spread during the winter, spring, and 
summer of 2006. Data sources: NYMEX and ICE. 


Table 8 

Correlations Between 
Amaranth Positions in the Jan 07 
Natural Gas Contract and the Jan 
07-Nov 06 Price Spread 



Correlation Between: 


NYMEX 

Positions 

and 

Spread 

Price 

ICE 

Positions 

and 

Spread 

Price 

Total 

Positions 

and 

Spread 

Price 

1/3- 

4/28 

0.86 

0.90 

0.93 

1/1- 

8/31 

0.78 

0.75 

0.87 


Statistically, there is also 
a high degree of correlation 
between Amaranth’s spread 
positions and the price of the 
January/November spread. 

For the time period from 
January 3, 2006 through April 
28, 2006, the correlation 
coefficient between the 
January/November price 
spread and Amaranth’s net 
long position in NYMEX 
futures and ICE swaps for 
January 2007 equals 0.93. 
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A high degree of statistical correlation between two variables does 
not, by itself, establish a causal relationship between the two. Two 
highly correlated variables may each be caused or partially explained by 
an independent third variable and thus bear no causal relationship to 
each other.®^ 

Several factors, however, support the conclusion that Amaranth’s 
trades were a major cause of the increase in these price spreads. First, 
the nature of a commodity market dictates that the price is the dependent 
variable. The interactions between buyers and sellers through bids and 
offers immediately determine the price of the commodity. When there 
are more buyers than sellers prices rise, and when there are more sellers 
than buyers prices fall. 

Because Amaranth was overwhelmingly the predominant buyer of 
January contracts and the predominant seller of November contracts 
during this period, meaning the predominant buyer of the 
January /November spread. Amaranth’s actions must be considered to be 
the predominant cause of the increase in the January /November price 
spread. Amaranth’s predominant buying of the January eontract is 
reflected in the open interest percentages for that eontract - Amaranth 
held more than half of all outstanding contraets that had been bought. 
Amaranth’s predominant selling of the November contraet is refleeted in 
the open interest percentages for that eontract - Amaranth had sold more 
than half of all outstanding contraets that had been sold.** 

Other traders who bought or sold this spread position also would 
have contributed to the price of the spread. However, since Amaranth 
acquired and held the majority of long open interest in the January 2007 
contract and the majority of short open interest in the November 
contract, it follows that Amaranth alone contributed more to the increase 
in the price of these spreads than all of the other buyers of this spread 
combined. 


For example, the day after Thanksgiving is usually the busiest shopping day of the year. 
Although there is a high correlation between the consumption of turkey and consumer spending 
ill late November, it would be incorrect to conclude that eating lots of turkey in late November 
causes people to buy gifts. Rather, there is a high correlation between the two variables because 
another independent variable - the end-of-year holiday season - causes both results. 

Open interest reflects not just past activity - who has bought and held the most contracts, for 
example - but also gives an indication of who must do most of the selling and buying in the 
future, before the contract expires. A trader that acquires a large share of open interest not only 
may have had a significant effect on the cuirent price structure, but can have a significant effect 
on future prices depending on how it reduces its open interest. For example, if a trader with a 
large share of long open interest suddenly decides to sell its contracts, it likely will push down 
the price of the contract. On the other hand, if a trader with a large share of open interest decides 
to hold onto those contracts and wait for a hi^er price before selling, the price will move down 
more slowly, if at all, because there will be much less selling pressure. 
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Moreover, Amaranth did not confine its natural gas trading to just 
November and January contracts. It also acquired a large share of the 
open interest in the surrounding months. From mid-February through 
mid-September, Amaranth always held at least 30 percent, and on 
occasion as much as 45 percent, of the total open interest in the NYMEX 
futures contracts for the 2006-07 heating season (October through 
March). Until its September collapse. Amaranth had by far the largest 
positions of any single trader in the 2006 U.S. natural gas financial 
markets. 

Figure 30 

Amaranth Open Interest, NYMEX Natural Gas Contracts for 
Winter, 2006-07 


Compared to 

Total NYMEX Open Interest 



As % of NYMEX Open Interest 



Fig. 30. Amaranth held nearly 40 percent of the total open Interest in 
NYMEX futures contracts for the winter of 2006-07 (October through 
March). Data source: Amaranth and NYMEX. 
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Table 9, which provides selected data from these figures, shows 
how Amaranth’s open interest in natural gas contracts increased from 
February to April 2006. The significant growth in Amaranth’s positions 
in other winter and summer contracts during this period is further 
evidence that Amaranth’s large buys of winter contracts and large sales 
of summer contracts were the major cause of the widening difference in 
price between the winter and summer contracts. 


Table 9 

Growth in Amaranth Positions in Early 2006 


Sfc ' 

- NYMEX Contract Month 


£4 


Jun 

06 

Jul 

06 

Aug 

06 

Sep 

06 

Oct 

06 

Nov 

06 

Dec 

06 

Jan 

07 

Feb 

07 

Mar 

07 

%of 

NYMEX 

open 

interest 

held by , 

i^aranth 

on: 

2/1/06 

9 

2 

12 

0 

1 

9 

5 

12 

53 

20 

4/28/06 

32 

14 

27 

18 

3 

61 

16 

45 

40 

38 


Amaranth’s trades were not the sole cause of the increasing price 
spreads between the summer and winter contracts; rather they were the 
predominant cause. This analysis does not draw any conclusions 
regarding whether the underlying market conditions provided a sound 
rationale for investing in the January/November price spread; rather it 
focuses on how large buys and sells of futures contracts by a single 
trader, whatever the underlying market conditions and regardless of the 
trader’s motivation, were responsible for producing most of the price 
variation in that spread. The trading data show, in short, that the sheer 
volume of Amaranth’s trades and size of its positions affected the 
November and January contract prices and the resulting price spread. 
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The trading data also indicate that Table 10 

Amaranth’s effect on the Correlations Between 

January/November price spread affected January/October and 
other key price spreads. For example, January/Novernber 

because the fundamentals of natural gas 
supply and demand for October are so 
closely related to the supply and 
demand fundamentals for November, 
the price of the October contract is 
typically closely related to the price of 
the November contract. Hence, the 
difference in price between the January 
contract and the November contract is 
closely related to the difference in price 
between the January contract and the 

October contract. Because October is wanner than November, the 
January/October spread will generally be larger than the 
January /November spread, and changes in the January/October spread 
will generally be larger than the corresponding changes in the 
January /November spread. 


Year 

Correlation 

{of Nov 

Between 

contract) 

Spreads 

2002 

0.97 

2003 

0.97 

2004 

0.89 

2005 

0.98 

2006 

0.89 


In early 2006, as the price spread between the November futures 
contract and the January futures contract widened, the spread between 
the January futures contract and the October futures contract also 
widened. There is an extremely high correlation between the behavior 
of these two price spreads in 2006, as reflected in Table 10.®® As 
Amaranth’s trades increased the January /November price spread, the 
January/October price spread increased too. (Figure 3 1 ). 


Correlations are calculated for the time period preceding the October contract from the first 
trading day in January through the date in August of expiry of the September contract. 
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Figure 31 

Prices of Related Spreads 
Are Closely Linked 



Fig. 31. The large increases in the January/November price spread 
contributed to even larger increases in the January/October price 
spread. Data source: NYMEX. 


Moreover, a significant change in just one price spread can have a 
cascading effect on a whole suite of price spreads. Indeed, the data 
show that, as both the January/November and the January/October 
spreads widened, a variety of other spreads involving the months close 
to October, November, and January also widened.®® The increases 
caused by Amaranth in the January/November price spread thus appear 
to have contributed to increases in other related price spreads as well. 

The behavior of the two price spreads in early 2006 differed 
dramatically from previous years. Figure 32, which depicts the 
historical behavior of January/November price spreads, and Figure 33, 
which depicts the same information for the January/October price 
spreads, show how the 2006 price spreads were significantly greater and 
displayed more volatility than previous years.®' Many traders told the 
Subcommittee they attributed the increased price spreads to heightened 
concerns about the vulnerability of natural gas production to hurricanes 
or other disruptions. Many traders interviewed by the Subcommittee 


* Arbitrage trading between futures contracts for different months strengthens these 
relationships. 

” Amaranth acquired the majority of the long open interest in the January 2007 contract as a 
result of its purchases of the January/November spread. On several occasions, Amaranth 
switched some of its short positions from the November 2006 contract to the October 2006 
contract. For the purposes of this analysis, it does not make a difference whether the short leg of 
the spread was in the October or November contract. 
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also stated that they considered both spreads to be overpriced and that 
they did not reflect a rational market response to the hurricane risk. 


Figure 32 

January/November Price Spreads 
2002-2006 



Figure 33 

January/October Price Spreads 
2002- 2006 



Figs. 32 and 33. Amaranth’s trading in eariy 2006 caused extreme 
voiatitity in the price spreads for naturai gas for the winter of 2006- 
2007. Data source: NYMEX. 
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In sum, in early 2006, Amaranth accumulated tens of thousands of 
natural gas contracts in multiple months, primarily on NYMEX but also 
on ICE. In late spring, this strategy looked extremely successful; 
Amaranth’s books showed that its energy trading gains in April alone 
exceeded $ 1 billion. 


E. May 2006: Liquidity Evaporates 

“There is no sense in marking up the price to a very high 
level if you cannot induce the public to take it off your hands 
later. ” 

—Reminiscences of a Stock Operator, p. 245. 

Amaranth’s natural gas trading strategy was highly profitable 
in April 2006. In May, the market took all those profits back. 

In May, Amaranth increased the size of its position in the 
Januaty/November price spread to nearly 60,000 contracts. It also 
increased its total short position for the next few summer months to 
nearly 70,000 contracts. (Figure 34).®^ During this period, Amaranth 
continued to hold between 60 and 70 percent of the open interest for the 
NYMEX natural gas futures contract for November 2006, and between 
50 and 60 percent of the open interest for the NYMEX natural gas 
futures contract for January 2007. (Figures 27 and 28, supra). 

Figure 34 

Amaranth’s Positions in May 2006 


May 4, 2006 



” Following its losses during the last week of May, Amaranth switched its positions on ICE to 
NYMEX to reduce its margin requirements. E-mail fiom Damir Durkovic to Jim Glynn, David 
Chasman, Jeff Baird, Brian Hunter, May 30, 2006, Bates No. AALC_REG0154959. 
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May 15, 2006 



May 21,2006 



May 31,2006 



Fig. 34. In May 2006, Amaranth increased the size of its position in 
the January/November price spread while simultaneously increasing 
its short position for the next few summer months. 
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In mid-May Amaranth tried to reduce some of its positions and 
realize some of the gains in the value of its holdings. Amaranth found it 
difficult to find enough buyers willing to pay the prevailing market 
prices for these positions. Additionally, toward the end of the month a 
number of other large traders sold futures contracts while prices were 
high. This pushed prices down, making it even harder for Amaranth to 
find buyers at the prices it wanted to lock in its profits. Amaranth’s 
traders debated whether to hold their positions and wait for buyers at 
higher prices, or to begin selling its positions and give back some of 
their previous gains. 

During the last week of May the market turned sharply against 
Amaranth. All of the winter/summer price spreads fell sharply. The 
January/November price spread, for example, fell from $2.15 to $1.73, a 
drop of about 20 percent. In total. Amaranth lost more than $1.16 
billion in the value of its energy contracts during the last week of May. 
Nevertheless, due to its large gains in the previous months, Amaranth 
was able to report to its investors a net return of more than 15 percent for 
the first five months of the year. 

In its monthly letter to investors Amaranth described May 2006 “as 
the worst month since inception.” Amaranth’s officers explained that 
after the successful month of April the fund had tried to reduce its 
positions and capture some of its gains but was unable to do so: 

Historically, the market has provided sufficient liquidity and 
opportunity for us to tailor the portfolio as desired despite 
rapidly changing market dynamics. This 
“expansion/contraction” approach has enabled us to generate 
more profits than if we had required the team to unwind 
trades aggressively whenever markets moved in our favor. In 
this case, as we endeavored to monetize gains (and reduce 
risk) within the portfolio, liquidity in the market seized up 
due to high volumes of producer hedging that oversaturated 
market demand for forward natural gas. While this was a 
humbling experience that has led us to recalibrate how we 
assess risk in this business, we believe certain spread 
relationships remained disconnected from their fundamental 
value drivers.^^ 


Amaranth letter to investois from JPMorgan Chase, May 2006 Update, Bates No. JPM-PSI 
00006981. In interviews with the Subcommittee, Amaranth traders provided similar 
explanations for their May losses. 
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It is not surprising that Amaranth had difficulty finding buyers 
when it tried to sell its high-priced spread positions. Generally, a buyer 
will be able to build a large position if he or she is willing to pay 
escalating prices to do so. As prices are rising, there will be plenty of 
sellers. The presence of many sellers at high prices, however, does not 
mean there will be many buyers at high prices. If a very few or only one 
trader had been doing all the buying as prices were rising, there may be 
even fewer or no buyers at all at the resulting high prices. 

In addition, there is an inherent imbalance between buyers and 
sellers in the natural gas futures market. Generally, the producers of 
natural gas use the futures market to hedge their future sales and thus are 
generally sellers of futures contraets. Many end users, such as 
residential customers and even some LDCs, do not use the futures 
market to hedge their future purchases. The end result is that the natural 
gas market consists of more “natural” sellers than buyers. 

Speculators in the natural gas market help balance out the buyers 
and sellers. By purchasing futures when they believe them to be under- 
priced, speculators help make up for the structural shortage of buyers 
and help producers hedge their future sales. Amaranth had no 
difficulty finding sellers when it was buying contracts for the winter 
months while spread prices were high. In this instance, the presence of 
more sellers than buyers worked to Amaranth’s advantage. When 
Amaranth decided to try to sell those high-priced positions, however, it 
eould not find nearly enough buyers who were willing to pay even 
higher prices to take those positions from Amaranth. In this instance, 
the natural shortage of buyers worked against Amaranth. 

Amaranth’s inability to find buyers at the prevailing prices is 
additional evidence that most traders considered the market to be 
overpriced. Winter/summer spread prices were at unusually high levels 
compared to past years. Although Amaranth may have believed that its 
positions reflected fundamental values, few other traders appear to have 
shared that view. One hedge fund trader told the Subcommittee that the 
level of the January/October spread at that point in time was “totally out- 
of-whack;” another trader said that it was “ridiculous.” 

The sheer size of Amaranth’s positions made it difficult to find 
enough buyers to purchase its holdings. On 1 8 of 2 1 trading days in 
May, Amaranth’s positions accounted for more than 50 percent of the 
open interest in the January 2007 NYMEX natural gas futures contract. 
On all trading days in May, Amaranth accounted for at least 55 percent 
of the open interest in the November 2006 contract. Amaranth’s open 


For a more detailed discussion of the financial strategies of producers and speculators, see also 
Hillary Till, EDHEC Comments on the Amaranth Case: Early Lessons from the Debacle (2006). 
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interest in the November contract was greater than the total open interest 
in each of the NYMEX November contracts during the month of May in 
each of the preceding three years. (Figure 35a). Similarly, in May 2006, 
Amaranth held as much or more open interest in the NYMEX January 
contract than all NYMEX traders combined in the month of May in each 
of the prior three years. (Figure 35b). In other words, in 2006, 
Amaranth’s positions in each of these two contracts was about as large 
as the entire NYMEX market for these contracts over a similar time 
period in each of the three previous years. Put simply. Amaranth was 
too big for the market it had created. 


Figure 35a 

NYMEX Futures Contracts for November: 
Open Interest from January-May 
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Figure 35b 

NYMEX Futures Contracts for January: 
Open Interest from January-May 



Figs. 35a and 35b. From March through May 2006, Amaranth held 
more open interest in the November NYMEX futures contract than 
was held by all other traders combined in the November contract in a 
similar time period In previous years. Amaranth also held as much or 
more open Interest in the January contract than all other traders 
combined In previous years. Data source: NYMEX. 


The box that Amaranth built and found itself inside of - buying up 
the market, bidding up the prices, and then finding a lack of other 
persons to whom to sell those positions - had detrimental consequences 
for many other market participants. The prevailing price levels, 
especially the extraordinary price spreads that arose in the spring of 
2006, did not arise from the interaction of many buyers and sellers or 
reflect the “consensus” market view of the fundamentals of supply and 
demand. Rather, the market largely reflected the actions of a single 
trader whose steady buying and accumulation of very large positions 
exerted a continuing upward push on prices over this time period. 

On the last trading day in April before the May futures contract 
expired, Amaranth made a sizeable last-minute sale that caught the 
attention of the NYMEX market surveillance program. The last day of 
trading for the May 2006 NYMEX futures contract was on April 26, 
2006. On that day, Amaranth sold just over 3,000 May futures 
contracts, 2,527 of which were sold during the final 30 minutes of 
regular trading, the period in which the final settlement price for the 
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expiring May contract was determined. According to NYMEX, “Of 
these 2,527 contracts, Amaranth sold 99%, or 2,517 contracts, during the 
final four minutes of regular trading hours. Of these 2,517 contracts, 
Amaranth sold 75%, or 1,897 contracts, during the final minute of 
regular trading hours. Amaranth further sold 517 contracts during the 
‘post-close’ trading session.”®^ 

Amaranth was the largest seller of contracts during the final 
minutes of the settlement period, accounting for about 15 percent of the 
trading volume during the last eight minutes of trading. During that 
period, the price of the May contract fell significantly. At 2 p.m., the 
start of the settlement period for the May contract, the price of the May 
contract was around $7. 15 per MMBtu. Over the next 10 minutes the 
price rose about 12 cents to around $7,27. The price remained at that 
level for about 12 minutes. During the last eight minutes of trading, the 
price fell 17 cents to around $7.10. The final settlement price for the 
May contract, which is calculated to be the volume-weighted average of 
the prices during the 30-minute settlement period, was fixed at $7,198. 

After noting Amaranth’s large volume of trading near the close of 
this contract, NYMEX asked Amaranth to “provide a written 
explanation of the commercial need and justification for their trading.” 

In its response, Amaranth stated that in early 2006 its “primary natural 
gas trading strategy was to hold long winter month positions and short 
summer month positions (which consisted of NG, ICE OTC Cleared, 
OTC and ClearPort Contracts).”’’ After its gains in April, Amaranth 
wrote, it began to develop strategies to reduce these positions. 


Amaranth told NYMEX that on the date of the expiration of the 
May 2006 contract it was waiting to see how many long winter contracts 
it could sell before deciding how to dispose of its summer 2006 
contracts. “Amaranth monitored the winter natural gas market on April 
26 hoping to sell winter, and roll the long May NG to June on a spread. 
Towards the end of the trading day it became apparent that Amaranth 
would not be able to sell the winter contracts at attractive prices. Thus, 
Amaranth decided (to the best of its recollection), at some time between 


■ Letter from Anthony V. Densieski, Senior Director, Market Surveillance, NYMEX, to Mike 
Carrieiri, Chief Compliance Officer, Amaranth, August 2, 2006, Bates No. NX-USSEN-00096. 
Post-close trading refers to a two-minute period of trading that occurs after natural gas trading 
has ended for the day. NYMEX reopens the markets to trading during this time, but does not 
count trading during this period toward that day’s settlement price. See NYMEX Rule 6.57, 
“Post-Close Trading Session.” 

Id. 

Letter from Mike Carrieiri, Chief Compliance Officer, Amaranth, to Anthony V. Densieski, 
Senior Director, Market Surveillance, NYMEX, August 15, 2006, Bates No. Amaranth_Senate 
012551-3. 


Amaranth wrote that “One effective strategy had been to sell winter positions and cover short 
summer positions by allowing financially settled swaps to expire and by either selling or rolling 
futures prior to their expiration.” /(i 
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approximately 2:17-2:23 p.m., to sell the May NG contracts outright.”®^ 
Amaranth explained that its trading of May 2006 contracts during the 
settlement period “was motivated by the desire to achieve an aggregate 
reduction in the risk of its portfolio.” The CFTC has an ongoing 
investigation into Amarantli’s trading activities on that date. 

Amaranth’s energy portfolio showed a loss of $1 billion during the 
month of May. Reports of Amaranth’s large losses spread through the 
natural gas market. One trader told the Subcommittee: “Bad news 
travels fast in this industry. You can’t lose a billion dollars and not have 
a lot of people find out about it.” The size of the losses also alerted the 
market to the potential size of Amaranth’s natural gas holdings. “A big 
hedge fund that shows big losses must have big positions that were 
losing money,” a trader told the Subcommittee. “It didn’t take rocket 
science to figure out there was one player in the market, and who that 
player was. No one else could have taken positions of this size.” 

This same trader told the Subcommittee that, based on the size of 
the losses and the volume of trading activity, it was not difficult to 
discern what Amaranth’s positions were. He guessed that Amaranth was 
behind tlie unprecedented price spread between the October and January 
contracts. He observed that, “The October-January spread had never 
done anything like this.” This trader also concluded that Amaranth was 
long on the March 2007/April 2007 price spread, and long on the 
November/January spread, since both those price spreads were out of 
proportion to historical norms. “It was nai've to think that they could get 
out of the market with a size of 100,000 positions,” the trader added. “I 
knew Amaranth would eventually implode. It was just a question of 
when.” 


” Letter from Amaranth to NYMEX, August 15, 2006. The term “NG” refers to natural gas. 
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F. June and July 2006: Amaranth Increases its Positions 

“Who cares about the fundamentals?” 

—James J. Cramer, 2007*'*'* 

"It is not wise to disregard the message of the tape, no matter 

what your opinion of crop conditions or of the probable 

demand may be. ” 

—Reminiscences of a Stock Operator, p. 124. 

By the end of May, at least some of Amaranth’s traders and 
officers were aware of the firm’s predicament - that it had accumulated 
larger natural gas positions than it could sell profitably. According to 
Amaranth traders interviewed by the Subcommittee, the firm decided to 
wait and see if more liquidity would develop for Amaranth to be able to 
reduce the size of its winter/summer spread positions at favorable prices. 
The alternative would have been to unwind some of its positions and 
take the loss that would result from selling those positions in a falling 
market. “We thought about pulling the trigger and taking the loss,” an 
Amaranth trader said. “We had many discussions about it. We figured 
we could get out for maybe a billion dollars. But we decided to ride it 
out and see if the market would come around,” he explained. 

(1) Increasing Summer and Winter Positions 

In June and July 2006, Amaranth did not, however, pare down its 
spread positions; it enlarged them. At the beginning of June, Amaranth 
held around 53,000 January 2007 contracts, virtually all of which were 
on NYMEX. Over the course of the month, Amaranth increased its 
January 2007 position by about 13,000 contracts, mostly by trading on 
ICE. By the end of June, Amaranth held short positions of about 44,000 
contracts for August 2006, 46,000 contracts for September 2006, and 
5 1 ,000 contracts for November 2006. It was long about 26,000 
contracts for October 2006, and 60,000 contracts for January 2007. 

These positions were the largest Amaranth had held to date. 


100 


Interview from TheStreet.com, December 2006. 
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Figure 36 

Amaranth Positions in June 2006 
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June 29, 2006 



Fig. 36. In June 2006, Amaranth continued to increase the size 
of its position, mostly by trading on ICE. 


Amaranth continued to build these positions throughout July. By 
the end of July, for example, Amaranth had increased its long position 
for January 2007 to nearly 80,000 contracts. The amount of natural gas 
represented by a position size of 80,000 natural gas contracts for January 
2007 is nearly equal to the entire amount of natural gas that was actually 
used by U.S. residential consumers nationwide during January 2007. It 
was an extraordinary large position in a single futures month. 
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Figure 37 

Amaranth Positions in July 2006 
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July 26, 2006 

■ NYMEX 



Fig. 37. Amaranth continued to increased the size of its position 
during Juiy 2006, ending the month with 80,000 contracts for January 
2007, approximately the amount of natural gas that was eventually 
used by U.S. residential consumers nationwide in January 2007. 


In addition to building its long position for the winter months, 
Amaranth added to its short position for the upcoming summer and fall 
months. For example, Amaranth rolled short positions in the August 
contract that was expiring into the contract for the following month of 
September. By the end of July, Amaranth held a short position for 
September of about 63,000 contracts. 


“Rolling” a position consists of shifting a position from one month to the next. Rolling a 
short position requires purchasing futures contracts for the first month and then selling an 
equivalent number of contracts for the second month, thereby finishing with no net position for 
the first month and a net short position in the second month. Rolling a long position requires 
selling futures contracts for the first month and then bujing an equivalent number of contracts 
for the second month, effectively shifting the long position from the first month to the second 
month. 
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(2) March/April Price Spread 

Throughout June and July, Amaranth added to another spread 
position as well, this time between two consecutive months, March 2007 
and April 2007. By the end of July, Amaranth was long approximately 
59,000 contracts for March, and short about 80,000 contracts for April. 
By any measure, both positions were substantial. 

Natural gas futures prices for two consecutive months are normally 
similar, since the two months are likely to share similar weather and be 
subject to similar supply and demand trends. The months of March and 
April, however, are an exception. March is the last month of the winter 
heating season, when natural gas supplies are low but gas is still being 
withdrawn from storage, and April is considered the first month of the 
summer season, when gas storage facilities begin to be refilled. The 
price difference between March and April contracts, therefore, is one of 
the most volatile natural gas price spreads. As a result of this 
unpredictability, taking a position in the March/April spread is 
sometimes referred to as “the widowmaker” bet.'®^ 

Amaranth’s pattern of trading with respect to the March and April 
contracts differed from its trading pattern with respect to the January and 
November contracts. Amaranth steadily built its positions in the 
January/November spread over the course of a number of weeks, and the 
price spread steadily rose over a similar period of time. (Figure 29b). In 
contrast, the March/ April spread already was at a relatively high level 
when Amaranth began taking positions in those contracts. On several 
specific dates, Amaranth increased its positions in both contracts by 
huge amounts, which significantly boosted the price spread on those 
dates. These spikes not only resulted in higher prices on the specific 
dates on which Amaranth made large purchases, but also resulted in 
higher prices than otherwise would have been the case in the days 
following those spikes. These price spikes, which all traders could see 
had been driven by large scale trading, deterred some traders from 
pursuing their view that prices should fall. Traders feared that additional 
price spikes resulting from this large-scale trading would prevent prices 
from falling, despite market fundamentals. 

Trading data show that Amaranth’s purchases of the March/ April 
2007 spread significantly affected the price of the spread. On two dates 
in particular, May 26 and July 31, Amaranth purchased very large 
amounts of this spread. On these dates, the price spread increased 
significantly as a direct result of Amaranth’s trading. 


102 


Davis, Hedge Fund Hardball, supra note 83. 
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Table 1 1 

Amaranth Purchases 
of March/April 2007 Spread 
Positions 
on May 26, 2006 
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On May 26, 

Amaranth’s purchases of the 
March 2007 NYMEX natural 
gas futures contract 
accounted for nearly 50 
percent of the total volume of 
the March 2007 contract on 
that date. On the same date, 
Amaranth’s sales of the April 
2007 futures eontract 
accounted for just over 50 
percent of the volume of the 
NYMEX April contraet. As 
Table 1 1 indicates. Amaranth 
also accounted for the vast 
majority of trading in natural 
gas swap contracts for March 
2007 and April 2007 on ICE 
and on NYMEX Clearport. 

Amaranth’s large trades 
were a major factor in the 25- 
cent increase in the price 
spread that occurred on that 
date. As reflected in Figure 
39, this was the third-largest 
increase in this price spread 
during 2006. 
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Figure 38 

March/April 2007 Price Spread 
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Fig. 38. From January through August, the March/April spread for 
2007 ranged between $1.50 and $2.50. The price curve of this 
spread was punctuated by several price spikes. Data source: 
NYMEX. 


Figure 39 


March/April 2007 Price Spread 
Daily Change 



Fig. 39. Three of the four largest spikes in the March/April 2007 price 
spread occurred on days of large-scale trading by Amaranth. Data 
sources: Amaranth, NYMEX, and ICE. 
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As Figure 39 shows, another spike in the priee spread between the 
Mareh and April eontraets oceurred on June 14 and 15. Over the eourse 
of these two dates, the priee spread between these eontraets inereased by 
51 eents. This inerease is also, in large part, attributable to Amaranth’s 
large trading on these dates. 

Table 12 

Amaranth Purchases of 
March/April 2007 Spread Positions 
on June 14 and 15, 2006 
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Amaranth’s trades on July 31 had a significant effect upon the 
March/April spread price. These purchases followed a record-setting 
heat wave in July that caused the first-ever summertime withdrawal of 
natural gas from storage. From mid- through late-July, intense heat 
waves in the West, Midwest, and East led to a large spike in the demand 
for electricity for air conditioning, prompting a surge in demand for 
natural gas. “Conditions seen last week were the most extreme in many 
years, shattering previous records for U.S. electricity production and 
power sector consumption of natural gas,” one analyst noted.’°^ “For the 
first time in the weekly data for the warmer months of May through 
September from 1 994 to the present,” DOE’s EIA reported, “[last 
week’s data] showed a net withdrawal of 7 Bcf [Billion cubic feet] for 
the week, contrasting sharply with the 5-year average net injection of 65 
Bcf and last year’s net injection of 41 Bcf This week’s net withdrawal 
was driven largely by higher temperatures and price incentives 
prevailing during much of the week.”'®’’ 

Amaranth’s purchases of the March/ April contracts on July 3 1 
dominated the trading of both natural gas contracts on NYMEX and ICE 
for that date. On July 3 1, the difference in the prices of the March and 
April contracts increased by 72 cents, an extraordinarily large jump in 
the price spread between these two contracts. Figure 40 shows the 
change in Amaranth’s positions on July 31; Table 13 shows how large 
these trades were relative to the market. 


Energy Trader, “Cooling demand prompts first-ever drawdown of gas in storage during 
summer months: EIA,” July 28, 2006. 

EIA, Natural Gas Weekly Update, July 27, 2006. 

Statistically, the 72-cent increase on July 3 1 was a seven-standard deviation event, in relation 
to the changes in the price of this spread between January 3 and August 31, 2006. If the market 
were truly an efficient market, in which price movements were random and no single trader had 
the ability to move the price, a daily price change of seven-standard deviations would be 
expected once every several hundred million years. Several market experts told the 
Subcommittee, however, that the natural gas market does not conform to any simple statistical 
model. One trader said, “Seven-standard deviatioi^ evente happen all the time in this market.” 
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Figure 40 

Amaranth’s Purchases of the March/April 2007 Spread 
on July 31, 2007 
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Fig. 40. On July 31, Amaranth bought nearly 26,000 natural 
gas contracts for March 2007 and sold about 24,000 contracts 
for April 2007. 
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Table 13 

Amaranth Purchases 
of March/April 2007 
Spread Positions 
on July 31, 2006 
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Figure 41 shows how Amaranth’s purchases of the March contract 
increased its share of the open interest in that contract to about 60 
percent. Figure 42 shows how Amaranth’s sales of the April contract 
increased its share of the short open interest in that contract to nearly 50 
percent of the open interest in the April contract. 
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Figure 41 

Amaranth Open Interest 

NYMEX Natural Gas Futures Contract for March 2007 


Compared to Total NYMEX Open 
Interest 



As % of NYMEX Open Interest 



Fig. 41. By July 31, Amaranth held around 60 percent of the 
open interest in the March 2007 contract. Data source: 
NYMEX. 
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Figure 42 


Amaranth Open Interest 

NYMEX Natural Gas Futures Contract for April 2007 


Compared to Total NYMEX Open 
Interest 



As % of NYMEX Open Interest 
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Fig. 42. By July 31, Amaranth held nearly 50 percent of the 
open interest in the April 2007 contract. Data source: NYMEX. 
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The clearest explanation for the extreme magnitude of the price 
spread increase on July 31 is Amaranth’s large volume of trading in the 
March and April contracts. Amaranth was the largest trader on both 
NYMEX and ICE.’”'’ Figure 43 shows the relationship between 
Amaranth’s long positions in March 2007 natural gas futures contracts 
on NYMEX and corresponding ICE natural gas swaps. Figure 43 shows 
how the large increases in the March/April price spread during the 
summer of 2006 tracks the changes in Amaranth’s position in that 
spread. 


Figure 43 


Amaranth's Purchases of March 2007 Contracts 
and March/April Spread Prices 
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Fig. 43. Amaranth's large purchases of the March and April 2007 contracts 
on May 26, June 14-15, and July 31, 2006, were a major cause of the price 
spread increases on those dates. Data Sources: NYMEX and ICE. 


In instant message obtained by the Subcommittee, a trader wrote Brian Hunter on the 
afternoon of July 3 1 , 2006: “Brian, u busy... what the hell is going on out there, rumour is you 
are getting even more rich'!! ...I heard March April swapspd [spread?] you made a killing... so 
according to the market you are brilliant!!!!!! Can do no wrong... ever!” Message obtained by 
Subcommittee from Amaranth, Bates No. AALLC_0627973. 
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The trade publication Inside FERC interviewed several traders who 
explained the price rise at the end of July as being driven by speculation 
rather than market fundamentals. One analyst was quoted: “You don’t 
move $1 in a day without the hedge funds in it. You just don’t. No 
change in weather can take credit for a $1 change in pricing.”’®^ 

By the end of July, Amaranth was short nearly 60,000 contracts for 
September, 42,000 contracts for October, and 80,000 contracts for April 
2007; it was long 80,000 contracts for January 2007, 60,000 contracts 
for March 2007, and 29,000 contracts for December 2007. Amaranth 
held about 40 percent of the total open interest in the NYMEX natural 
gas market for all of the winter months (October 2006 through March 
2007). 


G. Early August 2006: NYMEX Limits Amaranth; 

Amaranth Moves to ICE 

“It is obviously better in every way for a stock to be held by a 
thousand people than by one man - better for the market in 
it. " 

—Reminiscences of a Stock Operator, p. 245. 

During 2006, NYMEX repeatedly reviewed Amaranth’s natural 
gas holdings to determine whether they exceeded NYMEX’s established 
position limits or accountability levels. On several occasions, Amaranth 
traded large numbers of contracts near their expiration date, triggering 
NYMEX notices that the firm had violated NYMEX position limits; a 
CFTC investigation of one of these instances is still ongoing. 

In August 2006, NYMEX took more forceful action to limit 
Amaranth’s trading, directing Amaranth to reduce its positions in the 
NYMEX futures contracts not just for the September contracts that were 
about to expire, but also for its contracts in the following month of 
October. In response, Amaranth reduced its positions in those contracts 
on NYMEX, but at the same time increased its positions in the 
corresponding contracts on ICE. The end result was that Amaranth 
maintained and even increased its positions in contracts for September 
and October and preserved its ability to engage in large-scale trading as 
the September contract neared expiration. In fact. Amaranth’s move 
enhanced its ability to conduct large-scale trading near the contract 
expiration, because, under current law, no market surveillance or 
position limits apply to trading on ICE. 


"" Inside FERC, Hedge fund headed by ex-NYMEX chief folds amid sizeable gas market losses. 
Gas Market Report, August 1 1, 2006. 
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1. Position Limits and Accountability Levels 

As explained earlier, NYMEX officials are responsible for 
conducting day-to-day oversight of the exchange to ensure orderly 
trading and prevent fraud, manipulation, and excessive speculation. The 
CFTC is also responsible for reviewing the trading on regulated 
exchanges to prevent trading abuses, but it relies on the exchanges 
themselves to be the first line of defense against misconduct and to alert 
them to any concerns. 

As part of its monitoring efforts, NYMEX compliance officials 
routinely review the positions of NYMEX traders to ensure they fall 
within NYMEX position limits and accountability levels. With respect 
to energy commodities, NYMEX has established a fixed position limit 
that applies during the last three days of trading of a futures contract. 

The NYMEX rule states: “No person may own or control a net long 
position or a net short position in the expiration or current delivery 
month in excess of [1,000 contracts].”"* 

For all months other than the expiration month, neither the CFTC 
nor NYMEX has chosen to establish any fixed position limits. Instead, 
for energy commodities, the CFTC has directed approved exchanges to 
establish “accountability levels” which, when exceeded, require a trader, 
upon request of the exchange, to provide information about its positions 
and, if ordered by the exchange, to reduce those positions. NYMEX has 
established three accountability levels for positions held by natural gas 
traders: (1) a net position of 12,000 natural gas contracts in a single 
month (called the “Any One Month Accountability” level);***^ (2) a net 
position of 12,000 natural gas contracts across all months (called the 
“All Month Accountability” level);’"* and (3) a net position of 1,000 
NYMEX natural gas swaps within the last three trading days of the 
related physically settled futures contract (called the “Expiration 
Position Accountability” level).'” 

Traders are not prohibited from exceeding the NYMEX 
accountability levels, but NYMEX has the authority to require traders 
who exceed the levels to reduce those positions. Alternatively, 

NYMEX can temporarily increase the accountability levels for a 
particular trader if NYMEX concludes the trader’s overall position in the 


NYMEX Exchange Rulebook, 9.27 and Chapter 9, Appendix A. 

NYMEX Exchange Rulebook, 9.26 and Chapter 9, Appendix A. 

'"‘Id. 

' ' ' NYMEX Exchange Rulebook, 9.27A and Chapter 9, Appendix A. The trader’s net position is 
determined by adding up all the long positions and subtracting all the short positions. 
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market is not excessively concentrated in a particular commodity or 
contract. In making the determination of whether a trader’s position is 
excessively concentrated, NYMEX considers only the trader’s positions 
on the NYMEX exchange. NYMEX has no legal authority to place 
trading limits on another exchange, particularly an exempt commercial 
market like ICE.*'^ 

NYMEX surveillance officials routinely review the positions of 
NYMEX traders in relation to the accountability levels. Once a trader’s 
futures contracts exceed an accountability level, NYMEX will review 
the trader’s positions in relation to the overall open interest in the 
contract to determine whether to allow the trader to maintain or increase 
its position, or whether to direct the trader to reduce its position. 

Evaluating a trader’s positions in relation to the NYMEX 
accountability levels may entail a detailed analysis of the trader’s 
positions and the size of the market in a variety of related contracts. 
CFTC and NYMEX rules provide, for example, that, in addition to 
reviewing a trader’s long and short futures contracts, NYMEX may 
consider the trader’s positions in related NYMEX options and swaps. 

For example, if a trader has more than 12,000 futures contracts in one 
month, but also holds an offsetting position in NYMEX options for the 
same month, NYMEX may, and probably will, permit that trader to 
continue to hold that number of futures contracts, since the trader’s 
overall position in the market is neutral. 

Another key factor in the NYMEX analysis is the trader’s position 
relative to the whole market. A position of 12,000 contracts may be of 
extreme concern if the contract is near expiration and the total open 
interest in the contract is fewer than 20,000 contracts — in that instance, 
the trader’s position is dominant relative to the rest of the market. On 
the other hand, a position of 12,000 contracts when expiration is several 
months away and the total open interest is over 1 00,000 contracts will be 
of much less concern. It is also not unusual for futures contracts that 
will not expire for several years to have contracts held by only a handful 
of traders, and therefore some will hold a high percentage of the open 
interest. In many cases, NYMEX will determine that these traders’ 
holdings do not constitute excessive market concentration. 

After conducting this market analysis, NYMEX has frequently 
permitted individual traders to trade in excess of the Any and All 
position accountability levels set forth in its rules. In doing so, NYMEX 


Section 2(h)(3) of the CEA specifically states that “nothing in this Act shall apply to an 
agreement, contract, or transaction in an exempt commodity” entered into on an electronic 
trading facility, other than specifically provided in the following paragraph. Section 2(h)(4) does 
not confer any authority, or authorize the CFTC to delegate any authority, to a designated 
contract market over trading on an exempt commercial market. 
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has concluded, in effect, that these traders’ holdings do not pose a 
sufficient risk of excessive speculation to harm the market. NYMEX 
accountability levels thus function, not as bright lines that no one may 
cross, but as triggers for further review. 

Given the importance of the individualized market analysis that 
NYMEX performs in deciding how to apply its accountability limits to a 
particular trader, it is important to note that, when evaluating that 
trader’s positions, NYMEX compliance personnel cannot obtain a 
complete view of the market and are forced to act with incomplete 
information. In particular, NYMEX personnel have no routine access to 
trading data on ICE, the other leading U.S. commodities market whose 
swaps and options have a direct impact on NYMEX prices."^ This lack 
of access means that NYMEX personnel have no information on the 
trader’s positions on ICE and no information on how those positions 
relate to the rest of the natural gas financial market. Despite the fact that 
many energy traders use both NYMEX and ICE, current law places 
NYMEX and the CFTC in the untenable position of having to evaluate 
traders’ positions based upon their holdings on NYMEX, while blind to 
their holdings on ICE. Furthermore, even if the CFTC were to obtain 
information about a trader’s positions on both exchanges showing that 
the trader’s aggregate positions were excessive, under current law the 
CFTC has no authority to limit that trader’s positions on ICE. 

2. NYMEX Reviews of Amaranth’s Positions 

In 2006, Amaranth exceeded the NYMEX position limit for natural 
gas contracts on several occasions and repeatedly exceeded its natural 
gas accountability limits. During the year, NYMEX sent two warning 
letters to Amaranth regarding specific position limit violations, and 
repeatedly considered whether to require Amaranth to reduce its 
positions. As a result of information produced from NYMEX 
surveillance, the CFTC initiated an investigation into one incident 
involving Amaranth’s trading near the expiration of the May 2006 


Recently, in an effort to strengthen the enforceability of its position limit during the contract 
expiration month, NYMEX issued a new policy that requires any trader seeking an exemption 
from the position limit to disclose all of its positions over 1,000 contracts, including on other 
exchanges. NYMEX Compliance Advisory #01-07 - Policy Statement Related to Exemptions 
from Position Limits in NYMEX Natural Gas (NG) Futures Contracts, Notice No. 07-91, 
February 16, 2007. This policy, however, does not apply to any of NYMEX’s accountability 
levels and so will not provide NYMEX with the information about a trader’s positions that are 
not on NYMEX when evaluating whether to increase a trader’s accountability levels. As of June 
19, 2006, NYMEX has received only two applications for a position limit exemption in which a 
trader has disclosed positions outside of NYMEX. NYMEX’s experience to date with its new 
policy suggests that absent a legal obligation upon a trader to disclose all of its positions to an 
exchange or to the CFTC, an exchange like NYMEX may, in fact, have no practical ability to 
obtain such information. Moreover, it is possible that additional NYMEX disclosure 
requirements may simply lead traders to increase their trading on other venues where such 
disclosure is not requested. 
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contract. Apart from attempting to limit Amaranth’s positions in 
contracts that were about to expire, however, NYMEX did not attempt to 
limit Amaranth’s overall speculative size. 

Amaranth first attracted the attention of NYMEX compliance 
personnel in 2005, when it exceeded the NYMEX accountability levels 
several times. Each time NYMEX became aware of Amaranth’s large 
holdings in a particular contract, it reviewed Amaranth’s positions and 
determined that the size of the positions in relation to the overall open 
interest on the contract were acceptable. NYMEX accordingly 
temporarily increased the firm’s accountability levels on several 
occasions. 

This pattern continued into 2006. Virtually every month Amaranth 
exceeded the NYMEX accountability levels, triggering a NYMEX 
review of its positions. NYMEX records indicate that Amaranth was 
one of many traders who exceeded the NYMEX accountability levels 
during this period. During the first few months of 2006, NYMEX did 
not take any action to limit Amaranth. By the end of the spring, 
however, following several violations of the expiration position limits, 
and as Amaranth’s size kept growing larger, NYMEX began to 
scrutinize Amaranth’s positions more closely. 

Amaranth’s first position limit violation occurred at the end of 
February 2006. On March 13, NYMEX cited Amaranth for violating the 
expiration position limit on trading near the expiration of the March 
contract. In a letter of violation sent to Amaranth, NYMEX wrote: “At 
the close of business on February 23, 2006, Amaranth maintained an 
open commitment of 3,646 short contracts, 1,146 contracts over its spot 
month hedge exempt position limit. . . . Owing to your firm’s violation 
of the spot month NG position limit, and in accordance with the 
provisions of Exchange Rule 9.36, this letter shall constitute a warning 
to your firm.’’”'* 

Several weeks later, on April 7, 2006, NYMEX personnel 
reviewed Amaranth’s short position of about 32,000 May contracts, 
which exceeded the elevated accountability level of 25,000 contracts 
that NYMEX had previously granted to Amaranth. The NYMEX 
compliance officer determined that Amaranth should not be allowed to 
increase its position in the expiring May contract. “I do not think that 
Amaranth ANY month level should be increased any further in this case 
because May06 is the front month contract,” the NYMEX compliance 
officer wrote. He recommended contacting Amaranth or its clearing 


' ''' Letter from Nancy M. Minett, Vice President, Compliance Division, NYMEX, to Mike 
Carrieri, Chief Compliance Officer, Amaranth LLC, March 13, 2006, Bates NX-USSEN 081909. 
Memo from Corey Traub to Anthony Densieski, April 7, 2006, Bates NX-USSEN 081782. 
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firm to reduce Amaranth’s position. Trading records indicate that 
Amaranth began reducing its position in the May futures contract after 
the NYMEX review. 

On April 26, the last day of trading on the May futures contract, 
Amaranth sold more than 3,000 contracts in the final minutes of trading. 
As described earlier, this last-minute sale eventually triggered not only a 
NYMEX letter asking Amaranth to explain its trading, but also an 
investigation by the CFTC. 

In May, NYMEX sought to limit Amaranth’s trading at the 
expiration of the June contract. In this instance, after reviewing 
Amaranth’s positions in the June contract, NYMEX contacted 
Amaranth’s clearing firm, JPMorgan Chase, to remind it that Amaranth 
needed to comply with its expiration position limits. After receiving this 
message from NYMEX, one JPMorgan Chase official wrote to another, 
“Would you please remind Amaranth that they need to be at/below their 
NYMEX Nat Gas exempt level COB May 23.”"’ 

Amaranth did not heed these instructions. On May 31, following 
the expiration of the June contract, NYMEX sent a second warning letter 
to Amaranth. NYMEX wrote: 

The records of the Exchange show that Amaranth, LLC 
(“Amaranth”) exceeded its current delivery month (“spot 
month”) hedge exempt position limit of 2,500 contracts on 
two trade dates. At the close of business of May 23 and May 
26, 2006, Amaranth maintained open commitments of 8,488 
short and 3,363 long contracts, respectively. These open 
commitments exceeded your firm’s spot month hedge exempt 
position limit by 5,988 and 863 contracts, respectively. 

Owing to your firm’s violations of the spot month NG 
position limit, and in accordance with the provisions of 
Exchange Rule 9.36, this letter shall constitute a warning to 
your firm. Please note that a previous violation of this rule 
was addressed in a warning letter issued to your firm on 
March 13, 2006. Any further violation of the Exchange’s 
position limit rules will be handled pursuant to Rule 9.36 and 
may ultimately result in extraordinary sanctions as specified 
by this rule." 


From NYMEX records, it is unclear when NYMEX fust observed Amaranth’s violation of 
the expiration limits on April 26. 

^ E-maii from Vincent J. Leale to Aldo J. Soiares, May 1 9, 2006, Bates NX-USSEN 028552. 

Letter from Nancy M. Minett, Vice President, Compliance Division, NYMEX, to Mike 
Carrieri, Chief Compliance Officer, Amaranth LLC, May 31, 2006, Bates NX-USSEN 081734. 
In issuing these two warning letters, NYMEX was acting pursuant to the procedures specified in 
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The next day, June 1 , Amaranth yet again appeared on the list of 
traders exceeding NYMEX accountability levels. On this occasion, the 
reviewing official recommended increasing Amaranth’s All Month 
Accountability levels which, at this time were fixed at 23,000 long 
contracts and 35,000 short contracts. Specifically, the reviewing official 
recommended that Amaranth’s accountability level be increased from 
23,000 to 40,000 for long contracts, while maintaining the limit on short 
positions at 35,000 contracts. At the time. Amaranth had a net long 
position of about 34,000 contracts. 

The NYMEX official also recommended increasing Amaranth’s 
Any Month Accountability levels to 40,000 contracts, both for long and 
short positions. In making this determination, the official reviewed 
Amaranth’s large positions in the July 2006, November 2006, January 
2007, March 2007, and March 2008 contracts, and compared 
Amaranth’s total positions in NYMEX futures, options, and swap 
contracts to the overall open interest in futures, options, and swaps in 
those contracts. Although the official recommended a temporary 
increase for Amaranth in the accountability levels, he also noted; 
“’"’"’"This customer holds a very large percentage of open interest in 
floor traded NG futures (Not FEQ) in outer months.’"*’" Please let me 
know if you want more (Non-FEQ) figures.”"^ 

A couple weeks later, the NYMEX compliance officer provided 
senior NYMEX compliance officials with the futures-only data 
mentioned in his previous e-mail. This data indicated that Amaranth 
held 46 percent of the open interest in the August 2006 NYMEX natural 
gas futures contract, and high percentages of open interest in other 


the rules of the exchange for violations of position limits. NYMEX Rule 9.36(B) provides that a 
first violation “will not be deemed a rule violation, however, it will result in a warning letter 
being issued by the Compliance Staff to the customer.” NYMEX Rule 9, 36(C) states “The 
occurrence of a second speculative position limit by a customer will subject the customer to a 
warning letter issued by the Compliance Staff stating that any future violation by the customer of 
the speculative position limits rules may result in extraordinary sanctions, including, but not 
limited to, conditioning, limiting, or denying access of such customer to the market.” On July 
11, 2006, NYMEX rescinded the violation pertaining to trading on May 23, but retained the 
violation and warning regarding Amaranth’s positions on May 26. Letter from Anthony V. 
Densieski, Senior Director, Market Surveillance, NYMEX, to Mike Carrieri, Chief Compliance 
Officer, Amaranth LLC, July 1 1, 2006. Bates NX-USSEN 081736. See also instant message, 
Bates AALLC_REG0595133 (Brian Hunter sends a message to another trader, “thanks for the 
Nymex/ICE... we were kind of hung... [Amaranth trader Matt] Donohoe messed up.” Other 
trader responds, “what is that about. . . ar [are] they not the same thing?” Hunter says, “we have 
exachnge [exchange] limits.” Trader: “u got me very confused.” Hunter: “on Nymex not on 
ICE... for June expiry... they settle the same... but Nymex sends out warning letter... which is 
bad for fund.”). 

Memo from Corey Traub to Anthony Densieski, June 1, 2006. Bates NX-USSEN 081586. 
NG is an abbreviation for natural gas. FEQ is an abbreviation for “Futures Equivalent.” 

Positions in options and swaps can be represented by an “equivalent” number of futures 
positions, so these positions can be measured against each other. 
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futures contracts, ranging from 41 percent to 79 percent.*^® (Table 14). 
However, when NYMEX again compared all of Amaranth’s natural gas 
positions, including NYMEX options and swaps, to the entire market 
open interest in those contracts, Amaranth’s share of the market 
appeared less. NYMEX therefore did not take any action to require 
Amaranth to reduce its positions. 


Table 14 

NYMEX Review of 
Amaranth Market Concentration 
June 13, 2006 


Contract 

Month 

Amaranth’s 

NYMEX Future Contracts 
as % of NYMEX Open 
Interest, NYMEX Futures 
Contracts Only 

Amaranth’s 

Total NYMEX Position 
(Futures, Options, Swaps) 
as % of NYMEX Open 
Interest, All NYMEX 
Contracts 

Aug 2006 

46% 

22% 

Nov 2006 

57% 

23% 

Jan 2007 

52% 

26% 

Mar 2007 

41% 

16% 

Mar 2008 

79% 

39% 


In mid- July, Amaranth’s increasing size triggered still another 
NYMEX review. NYMEX compliance officials conducted another 
analysis of Amaranth’s share of the open interest in several NYMEX 
futures contracts and another analysis of Amaranth’s share of the total 
open interest in all NYMEX futures, options, and swaps for that contract 
month. The results of this analysis are shown in Table 15. 


Memo from Corey Traub to Anthony Densieski, June 14, 2006, Bates No. NX-USSEN 
08I5S3. This memo does not indicate, other than for August 2006, to which futures months the 
open interest data applies. Comparing this data to die Subcommittee’s data, it appears that the 
months are the same months that are referenced in the previous memo — November 2006, 
January 2007, March 2007, and March 2008. 
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Table 15 

NYMEX Review of 
Amaranth Market Concentration 
July 24, 2006 


Contract 

Month 

Amaranth’s 

NYMEX Future Contracts 
as % of NYMEX Open 
Interest. NYMEX Futures 
Contracts Only 

Amaranth’s 

Total NYMEX Position 
(Futures, Options, Swaps) 
as % of NYMEX Open 
Interest, All NYMEX 
Contracts 

Sep 2006 

41% 

15% 

Oct 2006 

22% 

7% 

Jan 2007 

50% 

21% 

Mar 2007 

48% 

16% 

Apr 2007 

41% 

30% 

Dec 2007 

81% 

41% 


When NYMEX performed its market analysis of Amaranth’s 
positions in June and July, however, it did not have a complete view of 
Amaranth’s positions in the natural gas financial market. NYMEX 
officials reviewed and addressed only Amaranth’s positions on 
NYMEX. As shown in Table 16 and Figure 44, Amaranth also had 
extensive positions on ICE, which were significant components of 
Amaranth’s total positions in the contract months addressed by 
NYMEX, but NYMEX officials did not have access to this data. 
NYMEX’s analysis and determinations were based upon incomplete 
information. 


Table 16 

Amaranth Positions 
NYMEX, ICE, and Total 
on July 24, 2006 



Amaranth Positions 

Contract 

Month 

NYMEX 

ICE 

Total 

Sep 2006 

-54074 

-16879 

-70953 

Oct 2006 

24136 

-21881 

2255 

Jan 2007 

48692 

25605 

74297 

Mar 2007 

32549 

2459 

35008 

Apr 2007 

-46210 

-4047 

-48893 
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Figure 44 


Amaranth's Positions 
on Juiy 24, 2006 



Table 16 and Figure 44. On July 24, when NYMEX reviewed 
Amaranth’s positions, it did not have a complete view of 
Amaranth’s market size. Data sources: NYMEX and ICE. 


About ten days later, on August 4, NYMEX examined Amaranth’s 
positions once again, and calculated that Amaranth then held about 51 
percent of the open interest in the September natural gas futures 
contract, which would expire at the end of the month. (See Figure 45). 
NYMEX determined that this level of open interest in an expiring 
contract was too large and decided to tell Amaranth to reduce its 
positions. 


Table 17 

NYMEX Review of Amaranth Market Concentration 
August 4, 2006 


Contract 

Month 

Amaranth’s 

NYMEX Futures Contracts 
as % of NYMEX Open 
Interest, Futures Contracts 
Only 

Amaranth’s 

Total NYMEX Position 
(Futures, Options, Swaps) 
as % of NYMEX Open 
Interest. All NYMEX 
Contracts 

Sep 2006 

51% 

18% 

Dec 2006 

16% 

18% 

Jan 2007 

48% 

21% 

Mar 2007 

64% 

19% 

Apr 2007 

49% 

29% 
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Figure 45 

Amaranth Open Interest, NYMEX Natural Gas Futures Contract 
for September 2006 



As % of NYMEX Open Interest 



Fig. 45. On August 9, Amaranth had a short position of more 
than 60,000 futures contacts in the expiration month. This 
represented nearly 60 percent of the expiring contract. As a 
result, NYMEX directed Amaranth to reduce these positions. 
Data source: NYMEX. 
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On August 8, NYMEX compliance officials told Amaranth “of the 
Exchange’s concern with their % of September open interest and 
outright Natural Gas futures positions of -49,616, specifically its 
potential weight in the marketplace based on 44.95% of open 
interest.”'^* A NYMEX official wrote a contemporaneous account of 
this telephone conversation with Amaranth’s compliance officer, Mr. 
Carrieri. According to this account; 

[NYMEX] accentuated the fact that we expect him to begin 
bringing the position down in a commercially reasonable 
manner to a more comfortable figure below his current 
percentage. Told him that we are generally comfortable with 
a customer not exceeding about 1/3 of the market, and expect 
trading to be orderly. 

The next day, August 9, NYMEX held two conference calls with 
Amaranth. During the first call, at 9:15 a.m., Tom LaSala, NYMEX’s 
Chief Regulatory Officer told Michael Carrieri, Amaranth’s Chief Risk 
Officer, he was “extremely uncomfortable with September position of - 
44,285 Natural Gas futures and current 44.34% of open interest . . . 

Tom accentuated his extreme concern with the percentage portion of the 
front month position, specifically in the natural gas futures, and 
informed Amaranth of our general comfort levels between the 30-40% 
of open interest range.” NYMEX directed Amaranth to be “mindful that 
it is carrying weight in the marketplace and to trade in an orderly 
fashion.” 

During a second call on August 9, NYMEX cautioned Amaranth 
that it should not reduce its September position simply by shifting those 
positions into October contracts. It told Amaranth that their October 
position “represented 5 1 .87% of open interest in that natural gas futures, 
was too large, and we were concerned that as he brought down the 
September position. Amaranth would further increase the October 
position.” 


Memo to Files From Bonnie Yerga, Re: Amaranth LLC September 2006 and October 2006 
Natural Gas Open Positions, Bates No. NX-USSEN 081835-37. 
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Figure 46 

Amaranth Open Interest 

NYMEX Natural Gas Futures Contract for October 2006 


Compared to Total NYMEX Open 
Interest 
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As % of NYMEX Open Interest 
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Fig. 46. In early August 2006, Amaranth held 40-60 percent of 
the open interest (short) in the October 2006 NYMEX futures 
contract. As a result, NYMEX directed Amaranth to reduce 
these positions. Data source: NYMEX. 


Amaranth told NYMEX it had “understood [NYMEX’s] concern 
to be the spot month only,” and so had “brought its September 2006 
position down through rolls into the October [contract], so that its 
October position is higher at this point.” Amaranth also told NYMEX 
that it was “almost net-flat insofar as risk.” Mr. LaSala “informed [Mr. 
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Carrieri] that the outright natural gas future position of -51,615 was a 
concern in addition to the earlier stated September position.”*^^ 

On August 10, Mr. LaSala told Mr. 
Carrieri of his “alarm at Amaranth’s position 
of -66,837 natural gas futures in the October 
2006 contract, 63.47% of open interest. Mike 
was informed that this percentage was 
unacceptable and that it must begin bringing 
the position down immediately. Once again, 
Tom stressed commercially reasonable 
trading manner.” Mr. Carrieri replied that 
Amaranth would comply with NYMEX’s 
directives, noting that “the increase in the 
October position was due to traders rolling 
the September position to bring the percentage of September positions 
into line and that those trades occurred prior to our midday conversation 
on August 9.”'^'' 

On August 1 1, Mr. LaSala and Mr. Carrieri again spoke. Based on 
Amaranth’s reduction to a short position of about 22,000 natural gas 
futures contracts for September 2006, which represented about 29 
percent of the NYMEX open interest, and an overall short position on 
NYMEX of about 14,000 contracts, NYMEX told Amaranth its revised 
position “was a comfortable percentage of open interest.” Mr. LaSala 
cautioned Amaranth “to be mindful of his open interest percentage as the 
spot open interest begins dropping and to manage his position 
accordingly in line with the figures of 30-40% of open interest as 
discussed with Tom”*^^ 

Amaranth complied with NYMEX’s directions and reduced its 
positions on NYMEX in the September and October futures contracts. 

At the same time, however, Amaranth increased its positions in the 
corresponding September and October swaps on ICE. Although 
NYMEX succeeded in reducing Amaranth’s positions in the expiring 
natural gas futures contract. Amaranth maintained a comparable number 
of positions in the expiring ICE swaps. Soon afterwards. Amaranth even 
increased those positions on ICE. By switching its positions to ICE, 
Amaranth preserved its ability to trade large volumes of an expiring 
contract near the expiration of that contract. 


Table 18 

Amaranth: NYMEX 
Natural Gas Futures 



Sep 06 

Oct 06 

8/7 

- 53,979 

- 47,995 

8/8 

- 48,600 

- 55,650 

8/9 

- 24,290 

- 73,210 

8/10 

- 24,277 

- 63,994 


'“M 

Id. 




Figure 47 


Amaranth Positions 

Before and After NYMEX Directed Amaranth to Reduce Positions 


Before: 

Amaranth's Positions "icE 



After; 

Amaranth's Positions ■ ice 

on August 1 1 , 2006 h nymex 



Fig. 47. On August 8, NYMEX instructed Amaranth to reduce 
its NYMEX positions in the September and October futures 
contracts. Amaranth compiied with the NYMEX order but 
increased its positions in the related ICE swap contracts, 
thereby maintaining - and even increasing - its position and risk 
profile for those months. Data sources: NYMEX and ICE. 
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Indeed, it is clear from Amaranth’s records that Mr. Hunter viewed 
the absence of position limits as a major reason to trade on ICE rather 
than on NYMEX. In an instant message conversation on April 25, 2006 
- the day prior to the expiration of the May contract - another trader 
wrote to Mr. Hunter, “everyone is high on ICE these days. You think its 
had its day or more to go?” Mr. Hunter replied: “one thing that’s nice is 
there are no expiration limits like Nymex clearing.”'^^ 

Looking back upon the series of NYMEX reviews of Amaranth’s 
positions, it is possible to conclude, with hindsight, that NYMEX should 
have acted sooner to reduce Amaranth’s huge natural gas positions. 
Certainly, by the end of May, NYMEX officials recognized that 
Amaranth had very large concentrations in multiple natural gas futures 
contracts, holding tens of thousands of contracts and controlling up to 40 
percent of the open interest in a variety of months. These concentration 
levels alone provided sufficient justification for NYMEX to require 
Amaranth to reduce its positions. Instead, after reviewing Amaranth’s 
positions on NYMEX, NYMEX repeatedly raised Amaranth’s 
accountability levels and chose not to limit Amaranth’s overall 
speculative position except in contracts nearing expiration. It is 
important to acknowledge, however, that, in making these decisions, 
NYMEX never had an accurate view of Amaranth’s overall positions 
and, due to the limitations in the law, never had the legal authority to 
obtain the information necessary to acquire a complete view of the 
market and of Amaranth’s holdings. NYMEX was required to make 
significant decisions based upon incomplete information. 

The Amaranth case history demonstrates that, for regulators to 
make informed decisions to protect energy markets against trading 
abuses and unfair pricing, they need comprehensive information about 
trader positions. It is not reasonable to expect NYMEX or the CFTC to 
make sound regulatory judgments based upon incomplete and 
potentially misleading information about a trader’s positions. Unless 
comprehensive data on trader positions is made available, the regulated 
exchanges and the CFTC will continue to be unable to prevent excessive 
speculation from causing unreasonable changes in the price of energy 
commodities. 


Instant Message between Brian Hunter and another trader, April 25, 2006, Bates No. 
AALLC^REG05929SS. 
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H. Late August 2006: The Market Turns Against Amaranth 

“OCTOBER. This is one of the peculiarly dangerous months 
to speculate in stocks in. The others are July, January, 

September, April, November, May, March, June, December, 
August, and February. ” 

—Mark Twain, Pudd’nhead Wilson ’s Calendar (1893). 

By late August, the resolution of Amaranth’s dilemma - how to 
trade out of its large, high-priced spread positions without causing the 
price of those spreads to fall - could not be postponed for much longer. 
In previous months, Amaranth had rolled its short positions into the next 
month, hoping that market conditions would change and enable it to 
unload its positions. There were no more summer months into which it 
could roll these positions. By late August, with hurricane season almost 
over and natural gas supplies plentiful, it appeared likely there would be 
adequate supplies for the winter. The market fundamentals were 
strongly indicating that the winter/summer price spreads should fall. 

This would be particularly disastrous for Amaranth, which was still 
holding large positions that it had obtained when these spread prices 
were high. 

Another problem for Amaranth was its increasing margin 
requirements. In mid-August, Amaranth’s margin requirements reached 
$2 billion. This huge sum caused Amaranth’s clearing firm, JPMorgan 
Chase, to become alarmed about the size of Amaranth’s positions, the 
attendant risks to Amaranth’s solvency, and JPMorgan Chase’s own 
potential obligations, if the market turned against Amaranth. The 
clearing firm concluded, on August 23, that “a more senior level 
discussion with Amaranth about their energy risk position is needed.”’^^ 

Amaranth’s traders told the Subcommittee that, as the last day for 
trading on the September contract approached, Amaranth’s trading 
strategy was to: ( 1 ) let some of its September contracts, which were 
now all ICE swaps, expire; and (2) use ICE to sell more September 
contracts, while buying more October contracts to offset its short 
position in that month. By selling September contracts and buying 
October contracts. Amaranth was in effect betting that the September 
contract price would fall faster than the price of the October contract. 


Time line summarizing JPMorgan Chase’s interactions with Amaranth through September 21, 
2006; Bates No. JPM-PSI 00006031. 
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Amaranth’s overall positions in the week leading up to the 
expiration of the September 2006 contract are shown in Figure 48. 
During this week Amaranth increased its short position in the September 
contract and decreased its short position in the October contract. 


Figure 48 

Amaranth’s Positions on August 24-29, 2006 
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Amaranth also had sold a large number of put options on the October 2006 futures contract 
which, upon their expiration on August 28, 2006, substantially reduced Amaranth’s short 
position in the October contract. A put option gives the option holder the option to sell the 
underlying futures contract to the seller, at the strike price specified in the option. Because this 
option to sell, when exercised by the buyCT of the option, in effect results in the seller of the 
option receiving a futures contract, for risk managment purposes selling a put option is akin to 
the holding of a long position in the underlying futures contract, and is calculated as such in 
determining a trader’s overall position. 
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Fig. 48. In late August, Amaranth increased its short position In 
the September contract and decreased its short position in the 
October contract. Data source: NYMEX and ICE. 

As can be seen in Table 19, the volume of Amaranth’s trading in 
the September contract was a significant share of the overall volume of 
trading on ICE during the last week in August. In particular, on August 
28, the day before the September contract expired, Amaranth sold over 
37,000 September contracts on the ICE electronic exchange, accounting 
for over 40 percent of the total exchange-traded volume on ICE on that 
date, and over 25 percent of the entire volume of exchange traded 
futures and swaps on NYMEX and on ICE on that date. Amaranth also 
traded large amounts of the October contract (Table 20). Figure 49 
presents the total volumes on NYMEX and ICE traded on these dates. 
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Table 19 

Amaranth Trading Volumes on August 21-29 
Natural Gas Contract for September 2006 


Ttadinq Volur 


Net 



ICE 

Electronic 

Exchange 

NYMEX 

Futures 

OTC 

ICE 

Cleared 

OTC 

NYMEX 

Cleared 

NYMEX + 
ICE 

8/21 

-8,580 

3,870 

- 

-2,500 

-56,423 

8/22 

-5,940 

-450 

- 

- 

-60,573 

8/23 

-7,260 

2,300 

2,500 

13,750 

-55,394 

8/24 

-2,048 

670 

1,830 

-2,620 

-56,487 

8/25 

-6,458 

2,350 

3,470 

-600 

-60,992 

8/27 

-3,825 

- 

- 

— 

-64,817 

8/28 

-37,275 

4,989 

12,711 

-7,564 

-96,403 

8/29 

-15,893 

6,721 

- 

-4,008 

-104,707 


Table 20 

Amaranth Trading Volumes on August 21-29 
Natural Gas Contract for October 2006 



Trading \ 

> _ - 





ICE 

Electronic 

Exchange 

NYMEX 

Futures 

OTC 

ICE 

Cleared 

OTC 

NYMEX 

Cleared 

NYMEX + 
ICE 

8/21 

-3,317 

-13,548 

11,650 

-9,050 

-113,451 

8/22 

4,348 

1,025 

200 

-200 

-111,639 

8/23 

2,666 

-4,609 

15,000 

-17,200 

-112,991 

8/24 

-628 

539 

250 

-850 

-116,105 

8/25 

1,402 

53 

7,000 

-2,000 

-111,651 

8/27 

2,689 


- 

- 

-114,340 

8/28 

-10,680 

-423 

100 

650 

-82,164 

8/29 

-11,317 

-9,055 


-4,008 

-90,232 
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Figure 49 


NYMEX and ICE Trading Volumes 
Natural Gas Contract, September 2006 



NYMEX and ICE Trading Volumes 
Natural Gas Contract, October 2006 



Fig. 49. During the last week in trading of the September contract, daily 
volumes for the September and October ICE swaps were greater than the 
daily volumes In the corresponding NYMEX futures contracts. Data 
sources: NYMEX and ICE. 
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In the last week of August, the price of the September contract fell 
from nearly $8 per MMBtu to less than $7, a substantial drop. The 
precise extent to which Amaranth’s large-scale selling of the September 
contract contributed to the decline in the contract’s price caimot be 
determined because the price in the physical market for natural gas for 
September delivery was also declining during this period. At the very 
least, because Amaranth’s large-scale selling represented a significant 
share of the overall volume on ICE and NYMEX during this period, it 
would have been a significant contributing factor to the price’s decline. 


Figure 50 


Price of NYMEX Futures Contract for 
September 2006 



Fig. 50. Due to an abundance of natural gas in storage and 
diminishing concern regarding potential hurricanes, the price of 
the September futures contract fell during August 2006. Data 
source: NYMEX. 


The decline in the price of the September contract during the very 
last trading days of the month was particularly striking when compared 
to the price of the October contract. Typically, these contracts trade 
within 7 or 8 cents of each other. Throughout the summer of 2006, 
however, this spread had been much more volatile than in previous 
years, widening to about 50 cents on several occasions. During the last 
week of August, the price spread had returned to a level in accordance 

™ NYMEX data. In 2003, the price ofthe September contract rose 20 cents above the price of 
the October contract at the expiration ofthe Septemba: contract; in 2004, the spread widened to 
about 1 5 cents on a couple of trading dates. Jd. 
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with the norm of prior years. But on August 28 - the date when 
Amaranth’s September contract sales represented a major portion of the 
trading volume in that contract - the spread dramatically widened again 
to about 34 cents. 

Traders interviewed by the Subcommittee stated they did not know 
why the spread in price between the October and September contracts 
widened so suddenly at the end of August. These traders said that they 
believed the widening of the spread to such a large degree was not in 
accordance with market fundamentals, and they believed the spread had 
to narrow as the contract neared expiration.*^® Several of these traders 
took positions in accordance with this belief. These positions were 
directly opposite to the positions taken by Amaranth. 


Figure 51 

Difference in Price 

NYMEX Naturai Gas Futures Contracts for 
October 2006 and September 2006 



Fig. 51. The price of the October/September spread spiked to 
about 34 cents on August 28, the date before expiration of the 
September contract. Data source: NYMEX. 


In addition to the 35-cent spread between the October and September contracts, traders stated 
there were significant yet inexplicable increases in the price of an ICE-traded contract called the 
“Hub combo,” and a significant yet inexplicable increase in the price of over-the-counter 
exchanges of futures for swaps. According to these traders, these anomalies indicated that 
natural gas futures were under-priced, and arbitrage trades between the under-priced futures 
market and the physical market would cause the price of the futures contract to rise prior to 
expiration. This explanation offers yet another example of how the price of contracts traded on 
ICE can have a material effect upon the trading of the related NYMEX futures contract. 
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On the last day of trading in the September 2006 contract, August 
29, Amaranth sold nearly 1 6,000 contracts on ICE. Most of these 
September contracts were linked to purchases of ICE swaps for October 
2006; in other words Amaranth was buying the price spread between the 
October and September contracts and betting that the October price 
would be higher. Amaranth dominated the buying of this spread on ICE 
on August 29, accounting for about 45 percent of the volume of the 
trading on that date. 

The largest of the traders that took a position opposite Amaranth 
was Centaurus, another hedge fund. Centaurus sold nearly 12,000 
October/September spreads on the last day of trading, August 29. 
According to Centaurus traders interviewed by the Subcommittee, 
Centaurus believed the October/September price spread was overpriced, 
that the September contract was out of line with prices in the physical 
market, and that the difference in price between the September contract 
and the October contract would narrow. 

Both Amaranth and Centaurus traded primarily on ICE, though 
both also traded some contracts on NYMEX. For most of the day on 
August 29, the total volume of trading in September natural gas 
contracts on ICE was greater than for the corresponding September 
contract on NYMEX. In fact, the volume of trading on ICE exceeded 
the volume on NYMEX until the final twenty minutes. 

As the final day of trading approached for the September contract, 
NYMEX officials had become concerned that Amaranth might conduct 
a large volume of trading during the last half hour of trading, in the same 
manner it had on several occasions in the spring. The last half hour of 
trading is called the final settlement period because, as explained earlier, 
NYMEX uses the prices paid during that final half hour to calculate the 
expiring contract’s final price. At approximately 1 1 a.m. on August 29, 
NYMEX compliance officials telephoned Amaranth’s compliance 
officer, Mr. Carrieri, and informed him that Amaranth should trade in an 
orderly manner throughout the trading session, especially during the 
final half hour. According to NYMEX officials, they informed 
Amaranth that they did not want Amaranth to conduct a large volume of 
trading within the final settlement period in order to avoid distortions in 
the final settlement price. Mr. Carrieri relayed these instructions to the 
Amaranth traders. 
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Figure 52 


Trading Volumes on NYMEX and ICE 
Natural Gas Contracts for Sept. 2006 
at lO-Minute Intervals on August 29, 2006 
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Fig. 52. Prior to the last twenty minutes of trading, the majority of trading 
on the final settlement day for the September futures contract occurred on 
ICE. Data sources: NYMEX and ICE. 


Figure 53 

Trading Volumes on NYMEX and ICE 
Natural Gas Contracts for Sept. 2006 
Last Hour of Trading, August 29, 2006 



Fig. 53. From 1:30 to 2:05 pm on August 29 - which is the half hour before 
the settlement period - the volume of trading of ICE swaps was significantly 
greater than the volume of trading of NYMEX futures contracts. Data 
sources: NYMEX and ICE. 
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In accordance with NYMEX’s instructions, Amaranth concluded 
its trading on NYMEX around 1:15 p.m. Shortly afterwards, Amaranth 
concluded its trading on ICE. Amaranth traders explained to the 
Subcommittee that it considers its positions on NYMEX and ICE as 
components of an overall position, and hence, to keep its overall 
portfolio balanced, it needed to conclude the bulk of its trading on ICE 
at the same time as it concluded its trading on NYMEX. Amaranth 
explained that when it exited trading on NYMEX, it had largely 
achieved the risk profile it had sought for the day, and did not 
contemplate additional trading on ICE. As the September contract price 
and the September-October price spread had remained within 
satisfactory parameters from Amaranth’s perspective during the trading 
prior to 1:15 p.m., it did not believe it was at significant risk by 
completing its trading at that time. 

Shortly after Amaranth exited the market - around 1 :40 p.m - the 
price of the September contract began to rise, and the price difference 
between the September and October contracts began to narrow. During 
this period, most of the trading was still taking place on ICE. ICE 
trading records indicate that for most of the day, there was one very 
large seller (Amaranth) and one very large buyer (Centaurus) of 
September contracts. Amaranth believed the price of the September 
contract would fall; Centaurus believed the price would rise. For most 
of the day, the buying pressure from Centaurus had been matched up 
against the selling pressure from Amaranth, and vice versa. The price of 
the September contract stayed relatively flat during this period. 
Centaurus intended to keep on buying as long as the difference in price 
between the October contract and the September contract was unusually 
wide. This could not happen while Amaranth was selling, as 
Amaranth’s selling helped keep the spread wide. After Amaranth 
finished its selling, however, Centaurus’s bidding for more September 
contracts was no longer matched by Amaranth’s selling, and the price of 
the September contract began to rise. The rising price of the September 
contract narrowed the spread between the October and September 
contract. 

In the last 45 minutes of trading on August 29, Centaurus bought 
nearly 10,000 September contracts on ICE and about 3,000 on NYMEX, 
including approximately 9,000 contracts between 1 :40 and 2: 10 p.m. 
Centaurus’s buys represented a significant share of the total volume 
traded on both exchanges during that period for the September contract, 
including nearly 50 percent of the trading volume in the last hour of 
trading on ICE. As Figure 55 shows, just prior to the final half hour of 
trading, Centaurus’s volume of buying was approximately equal to the 
total volume generated by all of the other buyers on NYMEX and ICE 
combined. 
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Figure 54 

Amaranth and Centaurus: Trading Volumes 
ICE Natural Gas Swap for September 2006 
on August 29, 2006 



Fig. 54. Amaranth and Centaurus trading volumes in the September 2006 
ICE natural gas swap, by 10-minute intervals, on the date of expiration of 
the contract. Data source: ICE. 


Figure 55 

Centaurus Trading Volume 
on ICE and NYMEX 

Natural Gas Contracts for September 2006 
Last Hour of Trading on August 29, 2006 



Fig. 55. From about 1:30 p.m. until about 2:00 p.m., the volume of trading 
on ICE In the expiring September 2006 contract due to Centaurus 
exceeded the volume generated by all of the other traders on ICE. Data 
source: ICE and NYMEX. 
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Figure 56 

Price of ICE Henry Hub Natural Gas Swap 
for September 2006, on August 29, 2006 





Fig. 56. The price of the ICE natural gas swap contract for September rose 
sharply around 1:45 p.m. on August 29. Times are expressed in 
Greenwich Mean Time (GMT) due to the manner in which trade times are 
recorded in the ICE database. In August, Daylight Savings Time (DST) is 
four hours earlier than GMT. Data source: ICE. 

Figure 57 


Price Difference Between ICE Natural Gas Swaps 
for September and October 
on August 29, 2006 



Fig. 57. The price of the October/September spread fell sharply at the 
same time the price of the September contract rose sharply. Data source: 
ICE. 
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The price data underlying Figure 57 indicates that the price 
of the October/September spread opened at 36 cents, and fifteen 
minutes later began to rise. In just about an hour, from about 
10:10 a.m. to 1 1:23 a.m., the price of the spread jumped from 
about 37 cents to 50 cents. This period, in which the price of the 
spread rose significantly, was the same time period in which 
Amaranth’s buying of the spread was most heavily concentrated. 

At the end of the day, after Amaranth’s buying had stopped, the 
price of the spread fell dramatically - about 40 cents in one hour. 
Similarly, during the final hour of trading, the price of the 
September contract jumped by about 60 cents - an increase of 
nearly 1 0 percent. 

The day after trading concluded on the September contract, 
Amaranth charged that it had been the victim of apparent price 
manipulation and requested an investigation by market regulators. 
In a letter sent to NYMEX dated August 30, 2006, Amaranth 
wrote: 

As you are no doubt aware, during the last 60 minutes of 
trading in the September NG [natural gas] contract, the price 
of the September NG contract spiked up by approximately 
10%. We believe that such price movements did not reflect 
bona fide supply and demand market forces. . . . We also 
believe that the trading that caused the price movements 
during the closing range of the September NG contract was 
motivated by the desire by one or more market participants to 
affect the settlement price of the September NG contract, 
which the public relies on as a key price benchmark for 
physical and financial contracts involving natural gas.'^* 

Amaranth noted that “as a responsible market participant we 
abided by your request” not to execute any large orders during the 
last half hour of trading, and had “completely liquidated our 
September NG position by approximately 1:15 pm.” “It is 
apparent to us,” Amaranth contended, “that certain market 
participants are not trading in a responsible manner.” Amaranth 
requested that NYMEX “immediately initiate an investigation into 
the trades and traders that caused yesterday’s artificial price spike.” 


Letter from Michael Carriert, Compliance Director, Amaranth, LLC, to Anthony Densieski, 
Senior Director, Market Surveillance, NYMEX, August 30, 2006, Bates No. NX-USSEN- 
000969. 
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The Subcommittee interviewed NYMEX officials and 
numerous traders who were active in the natural gas market on 
August 29 about the events of that date and the reasons for the 
price spike. Based on these interviews. Amaranth’s perception that 
the price spike towards the end of trading was “artificial” appears 
to be correct. There were no changes in the underlying 
fundamentals of supply and demand that suddenly emerged in the 
last hour of trading to precipitate the price spike. Rather, this 
volatility appears to have been caused in large part by the pattern 
of trading between the two largest traders in the natural gas market 
Amaranth’s complaint that the September price spike in the final 
hour reflected the effects of large-scale trading rather than market 
forces is an observation that could equally be applied to its own 
trading earlier in the day. 

In an instant message conversation with another trader right 
after the close of trading on August 29, Amaranth’s top energy 
trader, Brian Hunter, complained about the trading activity during 
settlement: 

Brian Hunter: classic pump and dump boy I bet you see 
some CFTC inquiries for the last two days 

crummertd: until they monitor swaps no big deal 

its all swaps now 

Brian Hunter: any time there is a 70 cent rally in 40 

minutes on no fundamental event ... it will 
get investigated ... for sure 

Although Mr. Hunter expressed certainty about a CFTC inquiry 
into the trading on August 29, the other trader seemed to dismiss 
any CFTC investigation as “no big deal,” because the CFTC had 
no authority to monitor trading on ICE, where most of the trades 
had taken place. His observation underscores the reality that 
exempting ICE from CFTC oversight harms not only that 
unregulated market, but also NYMEX, a fully regulated market, by 
making both more vulnerable to market manipulation, excessive 
speculation, and unfair pricing. 


132 


Amaranth Instant Message, Bates No. AALLC_REG0650031. 
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I. September 2006: Amaranth Collapses 

“The combination of precise formulas with highly imprecise 
assumptions can be used to establish, or rather to justify, 
practically any value one wishes . . . Calculus . . . [gives] 
speculation the deceptive guise of investment. ” 

—Benjamin Graham, 1949^^^ 

The 60-cent increase in the price of the September contract and the 
associated drop in the price of the October/September spread caused a 
huge loss for Amaranth. On August 29, its daily profit and loss 
statements recorded a loss in the value of its natural gas holdings of 
nearly $600 million. Despite this enormous one-day loss. Amaranth still 
finished August with a net gain of $63 1 million for the month. 

More ominous for Amaranth’s long-term survival, however, were 
the margin calls that accompanied the deterioration in its positions. 
Because its natural gas holdings had lost value, on August 30, 
Amaranth’s margin requirements increased by $944 million. According 
to an internal memorandum from JPMorgan Chase, Amaranth’s clearing 
firm, this margin call “resulted from Amaranth’s activity on the ICE 
yesterday. On August 3 1, Amaranth’s margin requirements on ICE 
and NYMEX exeeeded S2.5 billion; by September 8 they had surpassed 
$3 billion. 

During the first week of September, from Amaranth’s perspective, 
more bad news arrived. Other natural gas prices began falling. Two 
spreads of particular concern to Amaranth were the March/ April 2007 
price spread and the January2007/0ctober 2006 price spread. The 
March/April spread had begun a free fall, dropping nearly 25 percent, 
from $2.49 on August 25 to $2.05 on September 1. The falling 
March/ April spread increased Amaranth’s margin woes. During the first 
two weeks in September, the January/October spread also went into a 
steep decline, falling from $4.68 on September 1 to $4.15 on September 
1 1, to $3.52 on September 15. 

During the summer, Amaranth had viewed falling prices as an 
opportunity to increase its positions in those contracts. Its large-scale 
buying had the effect of propping up the prices - either preventing them 
from falling further or actually boosting them higher. A number of 
traders told the Subcommittee that they believe the winter/summer price 
spreads remained overpriced during the summer for so long for two 
major reasons; (1) traders were aware that someone had taken a very 


Benjamin Graham, The Intelligent Investor, 4th ed. (New York, 1973), at pp. 315-321, 

Time line summarizing JPMorgan Chase’s interactions with Amaranth through September 21 , 
2006; Bates No. JPM-PSI 00006032. 
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large position in the spreads - some suspected it was Amaranth - and, in 
their view, that person had kept making large purchases to keep the 
prices up; and (2) traders were concerned that one or more hurricanes 
could increase prices as well, as had happened after Hurricanes Katrina 
and Rita the previous year. In light of Amaranth’s demonstrated ability 
to push up the spread prices, and the possibility of supply disruptions, 
many traders were reluctant to take the opposite position, even if they 
viewed the spreads as overpriced from the standpoint of market 
fundamentals.'^^ 

In early September, however, faced with margin requirements of 
several billion dollars. Amaranth no longer had the capital to add to any 
of its positions, as it had done several times during the spring and 
summer. As prices fell, it could only stand by and watch. In an attempt 
to reduce its market risk, in early September Amaranth bought 
MotherRock’s positions from ABN Amro, MotherRock’s clearing firm, 
which had assumed MotherRock’s portfolio. MotherRock’s offsetting 
positions helped to reduce Amaranth’s risk. 

As hurricane season neared an end, however, and natural gas 
supplies remained plentiful, more and more traders viewed the 
winter/summer price spreads as overpriced. This analysis precipitated 
more selling, and prices began to collapse. Amaranth’s positions went 
into free fall. 


An increase in the priee of the spread would be harmful to a trader who had taken the 
opposite position because it would result in an inerease in margin requirements. 
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Figure 58 

NYMEX Natural Gas Futures Prices 
All Months 

August 29 - September 21, 2006 



Fig. 58. From August 29 through September 21, the forward curve 
for natural gas futures contracts fell significantly. Although market 
fundamentals were largely unchanged between the end of August 
and the latter part of September, absolute price levels fell by 25 
percent or more and winter/summer price spreads fell by as much as 
75 percent. Data source: NYMEX. 


By September 15, as Amaranth’s natural gas positions continued to 
deteriorate and its cash position weakened considerably, Amaranth 
began to seek a counterparty to buy its energy book. One of the 
counterparties Amaranth approached was Centaurus. Late on Saturday, 
September 16, Amaranth’s senior energy trader Brian Hunter asked John 
Arnold, Centaurus CEO, whether the hedge fund would like to make a 
bid for some of Amaranth’s positions. Early the next morning, Mr. 
Arnold offered a bid after making the following observations: 

I was not in the office on Friday but I understand you were 
selling h/j [March/ April]. The market is now loaded up on 
recent, bad purchases that they will probably try to be spitting 
out on Monday if there is a lower opening given that spread 
has been in free fall. In my opinion, fundamentally, that 
spread is still a long way from fundamental value. 

Over the past couple years the market has put a big risk 
premium into that spread yet it has paid out on expiry once in 
ten years. We’ll be at all time high storage levels with 
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mediocre s/d [supply and demand] and an el nino. Even 
though that spread has collapsed over the past 2 weeks, the 
only reason it’s still $1 is because of your position. 

Historically, that spread would be well below $1 at this point 
given the scenario. 

Mr. Arnold gave Mr. Hunter two price quotes for the March/ April 
spread: 45-60 cents for the March/ April 2007 spread which had closed 
the previous trading day at $1.15; and $1.00-$ 1.20 for the Marcli/ April 
spread in 2008 and beyond, which had closed the previous day at 
between $2.10 and $2.20. Mr. Hunter declined Mr. Arnold’s offer. Mr. 
Arnold’s prediction of the behavior of these spreads, however, turned 
out to be remarkably accurate. On September 21, the last day of 
Amaranth’s trading in the natural gas market, the March/ April 2007 
spread stood at 58 cents, and the March/April spreads for 2008 and 
beyond ranged from $1.18 to $1.25. 

After several days of frantic negotiations with several brokerages 
and banks, on September 20, Amaranth formally sold its energy book to 
its clearing firm, JPMorgan Chase, and Citadel, another hedge fund. To 
meet its margin calls and satisfy client requests, Amaranth liquidated the 
remainder of its $8 billion portfolio. 

J. Amaranth’s Market Impact 

Until its September collapse. Amaranth dominated trading in the 
2006 U.S. natural gas market. It bought and sold thousands of natural 
gas contracts on a daily basis. It frequently held 40 percent or more of 
the open interest in natural gas futures in a particular contract month. At 
some points during the year, it held more than 100,000 natural gas 
contracts. Its trading moved prices and increased price volatility. 

Amaranth’s trading did not take place in a vacuum; its largely 
unregulated trading and price distortions harmed other market 
participants. Some natural gas end users were forced to purchase natural 
gas at inflated prices. Others were unable to hedge their natural gas 
expenses due to the unpredictability and volatility of the market. Still 
others suffered large losses. 

Inflated Natural Gas Prices. Some natural gas distributors and 
end users told the Subcommittee that, due to the higher than normal 
price spreads during the spring and summer of 2006, they were forced to 
purchase contracts to deliver natural gas in the winter months at prices 


'^^Email from John Arnold to Brian Hunter, Sept. 17, 2006, Bates No. AALLC_REG025 1227-28 
{Emphasis added). 
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that were disproportionately high when compared to the plentiful 
supplies in the market. 

The American Public Gas Association told the Subcommittee, for 
example, that many local gas distributors were forced to pass on high 
natural gas prices to their customers, including residents, schools, 
hospitals, small businesses, and local electrical plants powered by 
natural gas. One of its members, the Minnesota Municipal Utilities 
Association, complained of being locked into unfairly high prices in a 
2007 letter to the House Committee on Agriculture: “Many natural gas 
distributors locked in prices prior to and during the period Amaranth 
collapsed that in hindsight were distorted due to Amaranth’s 
accumulation of an extremely large position. The lack of transparency 
in the over-the counter (OTC) market for natural gas and the extreme 
price swings surrounding the fallout of Amaranth have, in their wake, 
left bona fide hedgers reluctant to participate in the markets for fear of 
locking in prices that may be artificial.”’ ^ 

The Municipal Gas Authority of Georgia (MGAG) told the 
Subcommittee that to reduce volatility and mitigate additional price 
spikes on supplies of natural gas for the 2006-07 winter, its hedging 
procedures required it to hedge part of its winter natural gas in the spring 
and summer of 2006. MGAG officials explained that they knew natural 
gas prices were still extremely high, but they could not “roll the dice” 
and hope prices would eventually drop, so they hedged half of their 
winter gas prior to September 2006. By hedging earlier in 2006 when 
natural gas prices were high, MGAG told the Subcommittee that its 
customers incurred hedging losses of S18 million over the actual market 
prices during the winter of 2006-07. MGAG officials characterized the 
extra $18 million, which resulted in higher natural gas bills for their 
customers, as a “premium” forced on them by excess speculation in the 
market by Amaranth and others. MGAG officials also told the 
Subcommittee that, due to unexplained price swings and price spikes in 
natural gas prices during the year, their members had lost confidence 
that the market would fairly reflect natural gas costs. MGAG member 
and industrial customer hedge volumes to date during 2007 are down 
sharply from 2006, which they believe is attributable to the lack of 
confidence in the forward market. MGAG’s risk manager indicated that 
last winter’s hedging was very expensive, but now the lack of hedging 
by its members leaves its customers exposed to price spikes in the 
future. MGAG concluded by telling the Subcommittee that, contrary to 
reports that no one was hurt by Amaranth’s trading practices, their 


Letter from the Minnesota Municipal Utilities Association to U.S. House of Representatives 
Committee on Agriculture, March 22, 2007, 
http:/ /www.apga.org/Peterson %2QCFTC%20Letter 3.22.07.pdf. 
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customers were forced to pay millions of dollars in extra natural gas 
costs unrelated to fundamental supply and demand. 

The New England Fuel Institute framed the issue this way: 
“Unnecessary volatility in the energy markets leads to unexpectedly high 
heating costs. . . When gas and diesel prices are driven up by adverse 
market forces, people will simply drive less. But when the prices of 
heating fuels are set by market players looking for a quick buck, people 
are left out in the cold.”*^* 

American industry was also affected. The Industrial Energy 
Consumers of America, a nonprofit association that represents 
manufacturers powered by natural gas, wrote: “Wall Street type trading 
companies are making enormous profits trading energy. While we have 
nothing against generating an honest profit, those profits must be paid 
for by someone through higher prices or more volatile markets.” ^ At a 
2007 business conference on natural gas issues, panelists condemned 
high natural gas prices and price volatility in the United States. For 
example, the natural gas manager for steel giant Arcelor Mittal noted 
that, in 2006 alone, his company spent $1 billion on natural gas. “Our 
biggest concern as an end user is price,” the panelist said. “Our second 
concern is price and our third concern is price.” A panelist from Tyson 
Foods stated: “Natural gas at $4 may not have a big impact on earnings, 
but $15 gas has an impact.” A panelist from chemical manufacturer 
FMC Corporation added: “The pricing impact of natural gas impacts 
our global competitiveness.” 

Unpredictable Prices. Other natural gas distributors and users 
told the Subcommittee that the wide price spreads and extreme price 
volatility in the 2006 natural gas market made it difficult for them to 
hedge risks and protect against adverse price changes. Some told the 
Subcommittee that the influx of speculative trading from hedge funds 
had exacerbated market volatility to the extent that small players felt 
uncomfortable entering the market. One public utility expressed to the 
Subcommittee a lack of confidence in its ability to effectively hedge 
against large and unpredictable swings in natural gas prices. 

At the same 2007 business conference on natural gas issues, a 
seminar was held on “Managing Price Risk in a $5 - SlO/MMbtu 
World,” with panelists offering a variety of trading strategies to try to 


Sean Cota, President, New England Fuel Institute, statement before the Senate Democratic 
Policy Committee, May 8, 2006. 

Industrial Energy Consumers of America letter to U.S. Senate Committee on Agriculture, 
April 5, 2006. 

'''° “Natural gas price a concern for US business - panel,” Reuters, May 11, 2007. All panelist 
quotations are taken from this article reporting on the conference panel. 
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deal with the extreme price volatility in the market. *''* One energy trader 
from Cargill Risk Management, after presenting a chart showing volatile 
natural gas prices in 2006, asked the audience “Did you watch in 
disbelief trying to decide when to enter the market?”’"'^ He also offered 
this warning from John Keynes; “Markets can remain irrational longer 
than you can remain solvent.” 

Industrial Energy Consumers of America has stated: “[0]ver the 
last five years U.S. natural gas prices have been the most volatile 
commodity in the world. A group of four Attorneys General from 
the Midwest issued a lengthy 2006 report that described U.S. natural gas 
prices as “whacky,” unrelated to supply and demand, and subject to 
“irrational swings.” The report noted a “striking correlation between 
large increases in trading and increases in the volatility and level of 
natural gas prices.” The American Public Gas Association has 
concluded that the problem worsened in 2006: “The unwinding of 
Amaranth’s excessively large natural gas positions in the OTC led to 
even greater price volatility in an already volatile regulated market. 
Because of the lack of transparency of the OTC market, the full effect of 
Amaranth’s trading on natural gas prices may never be fully determined, 
and the American public likely will continue to feel the effects of 
Amaranth’s trading for a substantial period of tirne.”'’*^ 

Trading Losses. It was not just local gas distributors, 
municipalities, industiy, and small businesses that expressed concern 
about the 2006 natural gas market, the Subcommittee also heard from 
traders angry at the ability of a single hedge fund to distort market 
prices. One trader told the Subcommittee that many traders were 
reluctant to take positions opposite Amaranth, regardless of their view 
on market fundamentals, due to Amaranth’s demonstrated ability to 
affect natural gas prices through large trades. 

Other traders told of large losses incurred in response to sudden 
price movements attributed to Amaranth’s trading. One dramatic 
example involves MotherRock LP, a $300 million hedge fund that was 
headed by the former NYMEX chairman Bo Collins and was heavily 
invested in natural gas futures. Part of MotherRock’ s trading strategy 
was based upon its view that natural gas prices and spreads for the 
upcoming winter were overvalued in light of plentiful supplies and 
moderate demand. It bet that futures prices for winter contracts would 

“Managing Price Risk in a $5-$10/MMbtu World.” GasMart 2007 conference. Chicago, IL: 
May 10, 2007. 

Jerry Afdahl, Cargill, “Managing Price Risk in a $5-$10/MMbtu World.” GasMart 2007 
conference. Chicago, IL: May 10, 2007. 

Industrial Energy Consumers of America letter to U.S. Senate Committee on Agriculture, 

April 5, 2006. 

American Public Gas Association letter to the Federal Reserve Board of Governors, February 
22, 2007. 
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fall in relation to the summer prices; it sold a significant number of 
futures contracts for March 2007 and bought contracts for April 2007. 
This position was directly opposite Amaranth’s position. 

As Amaranth’s large positions and trades continued to push up 
winter contract prices, MotherRock’s positions lost value, especially its 
position in the March/ April price spread. On July 31, 2006, when 
Amaranth’s trading caused a sudden 72 cent jump in the March/April 
price spread, a number of MotherRock’s positions were directly 
affected, and MotherRock was unable to meet its margin call. Shortly 
afterwards, MotherRock announced that, due to losses it had suffered in 
the natural gas market over the summer, it no longer had sufficient funds 
to continue operations. The hedge fund folded soon after. 

At the time, a number of traders and analysts stated publicly that 
market conditions did not justify the extreme price movements on July 
3 1 . “What’s distressing is that this move in natural gas prices that took 
MotherRock out, and will ultimately wind up taking others out as well, 
wasn’t really the effect of record-breaking heat or hurricanes,” one 
natural gas trader said. The trader explained: 

This move was less about the real fundamental drivers, and more 
about other funds triggering a massive short covering rally, which 
inflicted big financial pain on all of those traders who were 
positioned for more of a downside move. Because let’s face it, 
even with record breaking heat, there’s not one real rational reason 
why we should see nearly $9 gas, when we all know we’re going 
to end the refill season with more gas than we know what to do 
with.’''^ 

When asked by the Subcommittee, another trader described 
Amaranth’s effect on MotherRock as follows: “Bo [Collins, CEO of 
MotherRock] opposed Brian [Hunter, Amaranth’s senior energy trader] 
on March/ April and on October/January. Bo thought March/April was 
overpriced. Brian came in with another tranche [of buying March and 
selling April contracts at the end of July] and killed Bo.” 

This trader described Amaranth’s senior energy trader, Mr. Hunter, 
as “doing so much action [trading] on the exchange that he was a one- 
man industry.” This trader said it was “a lopsided game,” in which it 
was nearly impossible to take a position opposite Amaranth, regardless 
of market fundamentals. “You could take either of two positions,” the 
trader said. “You could either jump on the bandwagon and go with the 

Alan Lammey, Spike in Gas futures Prices Collapses ‘Short’ Hedge Fund, Possibly More, 
Natural Gas Week, August 7, 2006, See also Gerelyn Terzo, MotherRock Wont Be Nat Gas ' 

Last Victim; The volatility that undermined this hedge Jund shows no sign of slowing. Investment 
Dealers Digest, August 14, 2006. 
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Strong hand or oppose that position and endure months and months of 
pain for a moment of instantaneous gratification when Amaranth 
imploded. There are only a few people in this market who can endure 
that kind of pain.” 

In an email obtained by the Subcommittee, a hedge fund analyst 
wrote the following to a colleague in early August; 

Bo [Collins] is done, Monday [July 31] blew them up, ... Market 
going nuts with Amaranth the featured FU player, they took it to 
Mother Rock on Monday in the h/j [March/ April] spread.”*''^ 

Still another trader told the Subcommittee that “everyone in the market 
knew Amaranth killed MotherRock.”'''^ 


E-mail dated August 4, 2006, Re: Collins, Bates No. xxx-PSI-009788. NYMEX futures 
contracts are generally designated by a two-letter symbol signifying the commodity, followed by 
the two-digit designation for the year, and a one-letter designation for the month. The letters 
used to designate months are F, G, H, J, K, M, N, Q, U, V, X, and Z. Thus, NG07F is the 
NYMEX designation for the natural gas contract for January 2007, whereas a simple 
combination of letters, such as h/j, refers to the March/April spread. 

InteA'iew with Subcommittee staff. May 16, 2006. 
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VI. PROTECTING U.S. ENERGY AND ECONOMIC SECURITY 

The health of the U.S. economy depends in part upon well- 
functioning capital markets, including the commodity markets that now 
play such a large part in determining U.S. energy prices. Since the 
1930s, federal law has prohibited market fraud, manipulation, and 
excessive speculation to protect the vibrancy and efficiency of U.S. 
capital markets.’^*® Federal agencies like the SEC, CFTC, and FERC 
have built a system of checks and balances, including market 
surveillance capabilities, trade analysis, regulatory actions, and criminal 
prosecutions, to detect, prevent, and punish persons who attempt to 
interfere with the free and fair functioning of U.S. capital markets. But 
those systems are inadequate when it comes to energy trading. 

In 2006, Amaranth’s massive trading distorted natural gas prices 
and increased price volatility. Other market participants have 
complained of unfair market practices and unfair prices. Some have lost 
confidence in the ability of the futures market to provide a fair price, and 
are therefore reluctant to invest in the natural gas market, hedge their 
price risks in these markets, and participate in the trading that produees a 
market eonsensus on correct pricing. Discredited markets, reluctant 
market participants, and ineffective pricing do nothing but harm U.S. 
economic and energy security interests. 

Three key steps would help protect our energy markets, reduce 
trading abuses, and better ensure fair pricing. First, Congress should 
make energy exchanges that are currently exempt from the CFTC’s 
regulatory system, such as ICE, subject to the same statutory and 
regulatory requirements as the regulated exchanges, such as NYMEX. 
Second, the CFTC and the exchanges should reinvigorate the statutory 
prohibition against excessive speculation. Third, the Congress should 
increase funding for the CFTC and authorize it to collect user fees from 
the commodity markets. 

A. Close the Enron Loophole. 

The key law establishing government oversight and regulation of 
U.S. commodity markets is the CEA. Right now, the CEA is burdened 
with complex exemptions, exclusions, and limitations that make it 
extremely difficult to ensure U.S. energy markets operate in a fair, 
transparent, and efficient manner. 


'‘'® See, e.g.. Securities and Exchange Act of 1934, 15 U.S.C. § 78a et seq.; Grain Futures Act of 
1 922, later amended to become part of the Commodity Exchange Act, 7 U.S.C. § 1 et seq. 
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The primary problem is Section 2(h)(3) of the CEA, which 
exempts energy commodities traded on electronic energy exchanges by 
large traders from routine government oversight. Section 2(g) also 
excludes energy swaps from the law. Both provisions were added to the 
CEA in 2000, at the request of Enron and others, creating the “Enron 
loophole,” that exempts key energy commodities from government 
oversight. These provisions have resulted in the Irrational situation in 
which one key U.S. energy exchange, the NYMEX, is subject to 
extensive regulatory oversight and obligations to ensure fair and orderly 
trading and to prevent excessive speculation, while another key energy 
exchange, ICE, operates with no regulatory oversight, no obligation to 
ensure its products are traded in a fair and orderly manner, and no 
obligation to prevent excessive speculation. The Amaranth case history 
demonstrates that trading in both markets affects energy prices, that 
trading in each market affects prices in the other market, and that traders 
view futures contracts and swaps to be equivalent financial instruments 
for risk-management and speculation. The existing provisions in the law 
that exempt energy contracts traded on ICE from regulatory oversight 
make no economic sense. 

The Amaranth case history also shows that when a regulated 
market such as NYMEX takes steps to prevent price manipulation or 
excessive speculation, a trader can still trade without limitation simply 
by replacing its futures contracts on NYMEX with swaps on ICE. After 
NYMEX directed Amaranth to reduce its natural gas positions in August 
2006, Amaranth moved those positions to ICE. The net result was that 
the action by the regulated exchange, pursuant to the CFTC’s 
requirements, did nothing to reduce Amaranth’s size in the marketplace; 
it simply caused trading to move from a regulated market to an 
unregulated market. Natural gas prices were not protected from 
Amaranth’s subsequent large-scale trading. 

The Amaranth case history also illustrates the stumbling blocks 
thrown up by the current system that impede market regulators from 
making informed decisions. Right now, energy market regulators have 
direct, routine access only to trading data from regulated exchanges and 
not from the unregulated exchanges. In the Amaranth case, for example, 
NYMEX officials reviewing Amaranth’s trading positions were able to 
examine only Amaranth’s trades on NYMEX, missing highly relevant 
information about equivalent trades on ICE. The result was that 
NYMEX officials were forced to make significant regulatory decisions 
regarding market manipulation and excessive speculation based upon 
incomplete and possibly misleading trading data. A regulator denied 
critical trading information cannot make informed decisions to protect 
the Integrity of U.S. energy markets. 
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Eliminating the Enron loophole would level the regulatory playing 
field between the NYMEX and ICE exchanges, increase energy price 
transparency, and strengthen the ability of the CFTC to analyze market 
transactions and police U.S. energy commodity markets. It is time to put 
the cop back on the beat in all U.S. energy markets. 

B. Reinvigorate the Prohibition Against Excessive Speculation 

In addition to closing the Enron loophole, the CFTC and energy 
exchanges need to reinvigorate the CEA’s prohibition against excessive 
speculation. Amaranth’s trading demonstrates that excessive 
speculation can distort futures prices not only in the next month or two, 
but for many months into the future. Currently, the major focus of the 
CFTC and the exchanges is to prevent excessive speculation from 
disrupting orderly trading of a contract near the expiration of that 
contract. The CFTC and the exchanges need to be vigilant to ensure 
that traders’ speculative positions in futures contracts several seasons, or 
even several years, in advance are not distorting prices. Regulators 
should obtain and analyze aggregate position and trading data for large 
traders and develop flexible criteria for when to require reductions in 
large positions. Presently, the only factor that is identified for 
consideration in whether a trader’s position is excessive is the aggregate 
position size. Other factors could include, for example, market 
concentration relative to total open interest, relationships between 
positions in different months such as spread positions, and past trading 
patterns. 

Again, however, these tasks cannot be accomplished unless the 
CFTC and the exchanges have more comprehensive information about 
traders’ positions. It is unreasonable to expect the CFTC to prevent 
excessive speculation if the CFTC cannot see all of the market or lacks 
the authority to limit a trader’s positions on the unregulated exchanges. 

Amaranth’s positions and trades in futures contracts expiring 
months or even years later had a real-time affect on energy prices, forced 
some natural gas distributors and users to lock in future delivery 
contracts at high prices, and drove at least one competitor out of 
business. Yet NYMEX regulators monitoring Amaranth’s trades 
weighed in only when Amaranth’s positions appeared likely to affect the 
prices of futures contracts that were about to expire. Our energy 
regulators need to have a longer time horizon than the next 60 days. 
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C. Increase CFTC Resources 

Congress should also provide adequate resources to the CFTC so 
that it can effectively perform its oversight function, a recommendation 
discussed in the final section of this Report. 


VII. CFTC RESOURCES TO MONITOR NATURAL GAS 
MARKETS 

Another obstacle to the CFTC’s ability to detect or prevent price 
distortions and excessive speculative trading is the agency’s inability to 
obtain adequate staff, technology, and budget resources. 

Over the last ten years, commodities trading has exploded in U.S. 
markets. Trading volumes have quintupled to 3 billion contracts per 
year.'"'^ The number of different futures contracts and options being 
actively traded has increased nearly sevenfold, from 179 in 1995, to an 
estimated 970 in 2006, to a projected total of 1,120 in 2008.’^° An entire 
new energy commodities exchange, ICE, has been established and is 
now trading hundreds of thousands of contracts daily. Investments in 
futures commission merchant accounts have quadrupled, increasing 
from $33 billion to $137 billion.'^' Investments in major U.S. 
commodity indices have grown more than tenfold, climbing from a 
combined total of less than $10 billion in investments in 2000 to an 
estimated $145 billion in early 2007.'^^ Commodity traders have 
become featured in financial publications as the new market stars pulling 
in tens or hundreds of millions of dollars in compensation each year.'^^ 


i49 FY2008 budget request and briefing documents supplied to the Subcommittee. 

Id. 

W‘‘- 

These figures are based primarily on the Goldman Sachs Commodity Index (GSCI) and Dow 
Jones- AIG Commodity Index (DJ-AIGCI). See “Strong Asset Momentum Underpins Metals 
Markets,” Commodities Now (March 2006) for commodity investment level in 2000; Goldman 
Sachs press release stating that the GSCI had $110 billion in investments in January 2007, 
available at http://www2.goldmansachs.com/gsci/articles/ gsci_061 106I25458.html; and Dow 
Jones-AIG press release stating that the DJ-AIGCI had an estimated $35 billion in investments in 
February 2007, available at http://www.djindexes.com/mdsidx/index.cftn?event=showAigNews. 

See, e.g., Rich Blake and Andrew Barber with Robert LaFranco, The Trader Monthly WO; 
Earn, Baby, Earn, Trader Monthly, April/May 2006. 
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Figure 59 

Commodity Trading of Non-Financiai instruments 
(Average Month End Open interest) 
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Fig. 59. Reproduced from: Mark N. Cooper, The Role of Supply, 
Demand and Financial Commodity Markets in the Natural Gas Price 
Spiral, at p. 1 1, March 2006. 


Despite the overwhelming explosion in commodity trading, the 
CFTC has experienced declining staff numbers, aging technology 
systems, and flat budgets. One key problem is that, unlike its sister 
organizations, the SEC and FERC, the CFTC is not funded through user 
fees, and is instead required to compete against all other governmental 
functions to secure appropriated funds. Its fiscal year 2007 budget of 
$98 million is one-eighth the size of the SEC budget of $881 million; its 
current staff of 450 is one-eighth the size of the SEC staff of 3,500. For 
fiscal year 2008, the CFTC requested a budget increase of $17.9 million 
for hiring new staff and technology upgrades. 

Without a significant upgrade in staff, technology, and budget 
resources, the CFTC will continue to be unable to effectively monitor 
the energy markets, prevent manipulation and excessive speculation, and 
punish misconduct. 



351 


15 ! 


A. CFTC Market Surveillance and Enforcement 

The CFTC is an independent regulatory agency created in 1 974. 

Its mission is “to protect market users and the public from fraud, 
manipulation, and abusive practices related to the sale of commodity and 
financial futures and options, and to foster open, competitive, and 
financially sound futures and option markets.”'^'* 

The CFTC oversees 13 regulated commodity exchanges that meet 
the requirements for Designated Contract Markets, and 1 1 registered 
Derivative Clearing Organizations that meet the requirements for 
clearing trades on the regulated exchanges. Examples include NYMEX, 
Chicago Board of Trade, and Chicago Mercantile Exchange. Additional 
commodity trades take place on 17 Exempt Commercial Markets that 
operate largely outside of CFTC oversight, but which may affect trading 
on the regulated exchanges. ICE is the most prominent example of an 
Exempt Commercial Market. 

1. CFTC Organization 

To accomplish its mission, CFTC has seven major operating 
divisions or offices. The Division of Market Oversight and the Division 
of Clearing and Intermediary Oversight provide market trading and 
clearing surveillance. The Division of Enforcement investigates and 
prosecutes violations of the CEA and CFTC regulations. The Office of 
Chief Economist provides economic analysis; the Office of the General 
Counsel provides legal advice; the Office of Proceedings handles 
customer complaints; and the Office of Executive Direction and Support 
develops and administers CFTC policies and regulations. Figure 60 
shows the relative budget allocations among the CFTC operating units. 

Three divisions play key roles in preventing fraud, manipulation, 
and excessive speculation in the commodities markets. They are the 
Division of Market Oversight, the Division of Clearing and Intermediary 
Oversight, and the Division of Enforcement. 

The Division of Market Oversight is primarily responsible for 
conducting the CFTC’s market surveillance program. Its analysts 
review trading data to detect suspect price movements and determine 
whether traders’ positions are significant enough to affect commodity 
prices. This division also reviews actions taken by regulated exchanges 
to enforce trading rules, such as limits on speculative positions. The 
Division of Clearing and Intermediary Oversight reviews clearing 

’ Source: CFTC website, at www.cflc.gov. For more information on the history of the CFTC, 
please see the Subcommittee’s prior report, U.S. Strategic Petroleum Reserve: Recent Policy Has 
Increased Costs to Consumers but Mot Overall U.S. Energy Security, U.S. Senate Permanent 
Subcommittee on Investigations, Washington, DC: March 5, 2003, pp. 159-162. 
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practices, management of margin accounts, and the settling of accounts 
between trading parties. 


Figure 60 


CFTC FY2007 Budget By Program Division 
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Fig. 60. Resource allocation among CFTC program divisions. 
Data source: FY2007 Budget and Performance Estimate. 




Although investigations into potential misconduct may be initiated 
by the Market Oversight Division, CFTC’s Enforcement Division is 
responsible for pursuing any such investigations and prosecuting any 
instances of fraud, manipulation, abusive trading practices, or other 
violations of the Commodities Exchange Act or CFTC regulations. If 
the Enforcement Division determines that a violation has occurred and 
the CFTC Commissioners concur, the CFTC can file civil or 
administrative injunctions, seek suspensions or revocations of trading 
registrations, and impose civil monetary penalties. 

The CFTC has devoted a sizeable portion, roughly 40 percent, of 
its Enforcement staff resources to its New York City office, where 
CFTC staff confer regularly with NYMEX staff If NYMEX provides 
the CFTC with evidence of potential wrongdoing, the CFTC can either 
pursue the case on its own or return the case to NYMEX for further 
action.*^® In addition, pursuant to FERC’s new responsibility under the 
Energy Policy Act of 2005 to conduct market oversight to prevent 


For criminal cases, the Enforcement program works with the Department of Justice to file and 
prosecute cases. The CFTC has also filed actions against false or misleading advertising for 
illegal futures and options. 

NYMEX interview, January 23, 2007. 
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manipulation of energy prices, the CFTC and FERC have entered into 
information sharing agreements to discuss energy-related cases.’^’ 

2. CFTC Market Surveillance Program 

CFTC’s market surveillance program is designed to prevent 
misconduct in the U.S. commodity markets. The CFTC states on its 
website, “The primary mission of the market surveillance program is to 
identify situations that could pose a threat of manipulation and to initiate 
appropriate preventive actions.”'^* 

CFTC’s primary tool for identifying suspect conduct is its “large 
trader reporting system.”'^^ Under this system, clearing members of 
regulated exchanges must submit to the CFTC daily reports with end-of- 
day positions, including buy or sell volumes and trading activity, for 
traders holding positions above a certain threshold.'**’ These thresholds 
are set by the CFTC after considering the total open positions in that 
market, the size of positions held by traders in the market, and CFTC’s 
surveillance history of the market.'** The reporting threshold in the 
natural gas market, for example, is any trader that holds 200 or more 
natural gas contracts. CFTC calls the large trader reporting system the 
“backbone” of its market surveillance program, and estimates that large 
trader reports provide it with data on 70-90 percent of the total open 
interest in any given market.'*^ 

In addition to large trader reports, the CFTC requires each 
regulated exchange to provide it with a daily report containing overall 
trading information, including such data as the total gross open 
contracts, trading volumes, and prices (including the lowest and highest 
price of sales or bids) for each futures and option product by contract.'** 
This exchange report must also include open long and short positions, 


See CFTC Press Release No. 5127-05, “CFTC Chairman Jeffrey and FERC Chairman 
Kelliher sign MOU on Information Sharing, Confidentiality,” October 12, 2005. 

Backgrounder: The CFTC Market Surveillance Program; July 2001. 

See CFTC Report: “Backgrounder: The CFTC’s Large-Trader Reporting System,” available 
at www.cftc.gov/opa/backgrounder/opa-ltrs.htm (hereinafter “CFTC Backgrounder: Large- 
Trader Reporting System”). Data from large trader reports are made available to the public in 
CFTC’s “Commitment of Traders” reports. NYMEX told the Subcommittee that it also reviews 
the large trader reports filed with the CFTC. NYMEX interview, January 23, 2007. 

!60 QpjQ receives large trader reports from members of clearing organizations, futures 
commission merchants, and foreign brokers. As described earlier in this report, the buyers and 
sellers on an exchange do not actually transact with each other directly, but trade through 
members of the exchange’s clearing organization. An individual trader may also use a clearing 
broker. 

For physical-delivery markets, the threshold would also depend upon the volume of 
deliverable supplies. See CFTC Backgrounder; Large-Trader Reporting System; Commission 
Reg. 15.03(b). 

Testimony of Reuben Jeffrey 111, CFTC Chairman, before the U.S. Senate Committee on 
Banking, Flousing, and Urban Affairs, July 25, 2006. 

See 17 CFR 16.01. 
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purchases and sales, exchanges of futures for cash, and futures delivery 
notices. This data enables the CFTC to compare overall exchange data 
with the large trader reports to identify any discrepancies.’^ It also 
enables the CFTC to review individual traders’ activities across multiple 
exchanges. In addition, the data helps the CFTC monitor the 
enforcement of margin requirements and evaluate whether clearing 
members have sufficient capital on hand to cover their clients’ trading 
positions. 

Besides routine large trader and exchange reports, the Market 
Oversight Division has the authority to request trading data directly from 
traders or non-regulated exchanges through issuance of a “special 
call.”’^^ A special call may request additional information about a 
participant’s trading and delivery activities, including related over-the- 
counter (OTC) transactions. The CFTC has used this authority in energy 
markets.'*^ 

In addition to collecting and analyzing trading data, the Oversight 
Market Division conducts market oversight by engaging in discussions 
with market participants to better understand their trading positions and 
strategies. In a process CFTC calls “jawboning,” CFTC market 
surveillance staff meets with regulated exchanges like NYMEX and with 
individual companies and traders to clarify or discuss positions that 
could potentially disrupt the futures and options markets.'^’ The Market 
Oversight staff presents any issues of concern to CFTC Commissioners 
on a weekly or more frequent basis. 

3. Limitations in CFTC Market Surveillance Program 

The CFTC’s market surveillance system has a number of 
limitations that prevent the agency from obtaining a comprehensive view 
of commodity markets and hinder its ability to detect and prevent fraud, 
manipulation, and excessive speculation. 


According to CFTC, a comparison is made if “a) the sum of clearing members’ large-trader 
positions exceeds the members’ open cleared positions, or b) a clearing member has a cleared 
position many times the reporting level for a given market, but reports little or no large trader 
positions.” CFTC Backgrounder: Large-Trader Reporting System. 

7 U.S.C. § 6g(d). 

Starting in October 2006, for example, in response to a special call, ICE began supplying the 
CFTC with clearing member position data for contracts that are cash-settled, based upon 
NYMEX natural gas contract prices. The CFTC emphasizes, however, that “consistent with the 
regulatory framework governing ECMs set forth in the CEA, [the special call was not] issued in 
order to conduct regular market surveillance of the ICE contracts themselves.” See CFTC letter 
to Senator Jeff Bingaman, February 22, 2007, pp. 3, 7. 

For a more detailed discussion of jawboning, see the Subcommittee’s prior report, ‘‘'U.S. 
Strategic Petroleum Reserve: Recent Policy Has Increased Costs to Consumers but Not Overall 
U.S. Energy Security," Washington, DC: March 5, 2003, p. 139. 

Testimony of James E. Newsome, CFTC Chairman, at Senate Hearing before the Committee 
on Energy and Natural Resources, “Enron Corporation’s Collapse,” Senate Hrg. 1 07-458; 
January 29, 2002, p. 27. 
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First, no market data is obtained on a routine basis from key 
commodity markets, such as ICE, which are exempt from CFTC 
authority. The absence of this data means that CFTC is unable to obtain 
a complete picture of these markets. Second, CFTC has limited 
capability to process and review daily transactional trading data. Third, 
CFTC has limited capability to integrate trading data across exchanges. 

CFTC analyses have typically focused on reviewing end-of-day 
reports on large trader positions. However, reports on the trader’s end- 
of-day net position - the difference between their open long contracts 
and open short contracts in any one commodity - do not contain any 
information about that trader’s activity during the trading session. If a 
trader ends the day with no net position or change in position, that trader 
would not appear in an end-of-day report, even if the trader had made 
numerous intraday trades. 

Recently, however, both ICE and NYMEX have voluntarily 
provided CFTC daily trading data about each transaction taking place on 
the exchange. Largely as a result of the lessons learned from 
Amaranth’s trading practices, since early this year ICE has been 
providing daily transactional data to CFTC on a voluntary basis. 
Similarly, earlier this year NYMEX began providing to CFTC daily 
transactional reports, which include key data on all transactions, not just 
the large trader positions. These are much-needed improvements and 
efforts by both exchanges that will enhance CFTC’s oversight 
capabilities. 

CFTC has not yet developed the technological systems to be able 
to integrate this voluminous amount of incoming data to provide 
meaningful market analyses without significant effort. Unlike SEC, 
whose systems integrate trading data from multiple exchanges, a team of 
CFTC staffers must manually integrate this exchange data each day. 
Without an automated, consolidated view of trades that can be 
frequently updated in real-time across exchanges, it will continue to be 
difficult for CFTC to respond to changing trading patterns and strategies 
in a timely manner.’™ 


Since the 1970s, the securities markets have been consolidating all trades from all exchanges, 
including those conducted over-the-counter, onto an electronic tape, through a process 
supervised by the exchanges and monitored by SEC. The electronic tape allows SEC and the 
exchanges to review real-time prices and trading volume on all trades, which are reported by 
exchange members or broker dealers. SEC interview, April 1 2, 2007. 

SEC reviews small short-term significant changes in prices, and when surveillance staff 
suspect manipulation of prices or insider trading, they pul! out the tape and make a issue an 
electronic “blue sheet” to the registered broker find out who the beneficial owner, or actual 
customer is. As SEC staff described it, the process can take place relatively quickly, allowing a 
smooth review of trading and highlighting any particular insider trading developments as they 
occur. SEC interview, April 12, 2007. 
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A fourth problem is that, unlike SEC’s electronic information 
recall system,’^’ CFTC is currently unable to readily match trades to the 
traders behind them for all exchanges.*^’ In order for CFTC to assess 
how much volume and open interest a trader has in related products, it 
needs to be able to identify and calculate that trader’s aggregate 
positions across exchanges and with respect to related products.*^^ Since 
traders may use more than one clearing firm, trade on multiple 
exchanges, and use multiple related products, CFTC analysts currently 
have to compare multiple reports by hand, identify anomalies, and 
request trader identification information from each of the relevant 
clearing members or exchanges. This slow and cumbersome process 
stands in stark contrast to the technological capabilities of the SEC. 

CFTC’s current market surveillance systems were developed 
during an era when trading involved mostly physical commodities and 
occurred on an exehange floor. Its surveillance tools have not matched 
the subsequent growth in commodity trading, commodity traders, 
electronic trading, and speculative trading, especially for energy 
products. Its systems have beeome antiquated and are in dire need of 
upgrading if CFTC is to fulfill its mission of detecting and preventing 
fraud, manipulation, and excessive speculation. 

B. Limited CFTC Resources 

1. Limited Funds and Personnel 

Since its inception in 1974, CFTC has operated with a modest 
budget and a relatively small staff, especially compared to the SEC and 
Federal Energy Regulatory Commission (FERC). In recent years, 
Congress has dramatically increased the resources of both SEC and 
FERC which have used their larger budgets to hire more staff and 
upgrade electronic surveillance of the markets they oversee. In contrast. 
Congress has failed to provide CFTC with the resources needed to 
monitor the explosion in commodities trading that has taken place over 
the past few years. 


The SEC uses an electronic blue sheets system which allows its staff to quickly find out from 
the registered broker who the beneficial owners or customer is behind a particular trade. The 
SEC staff said the system allows a smooth review of trading and highlighting any particular 
insider trading developments as they occur. SEC interview, April 12, 2007. 

The ICE trading data clearly identifies each trade both by clearing firm and by customer. 
Traders on ICE, however, are not permitted to trade through brokers; this prohibition eliminates 
the difficulty of identifying the ultimate purchaser in brokered trades that other exchanges face 
when generating this data. 

For example, in natural gas, NYMEX staff told the Subcommittee that there are up to seven 
trading products which “net out” for a trader’s complete natural gas position, such as options 
linked to futures prices. NYMEX interview, April 12, 2007. 
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Figure 61 

Budgets for CFTC, FERC, and SEC: 2002-2007 
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Fiscal Year 

Fig. 61. CFTC operates with less than half the budget of FERC 
and about one-eighth of the budget of SEC. Data source: SEC, 
FERC, and CFTC Budget Estimates, 2002-2007. 


Figure 62 

Staff Levels (Full-Time Equivalents) at 
CFTC, FERC, and SEC: 2002-2007 
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Fig, 62. Since 2002, staff levels at CFTC have decreased while 
staff levels at SEC and FERC have risen. Data source: SEC, 
FERC, and CFTC Budget Estimates, 2002-2007. 
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SEC Resources. In 2002, the General Accounting Office (GAO) 
reported that SEC staff resources were not commensurate with its 
workload. At the time, the securities markets had undergone 
enormous change, with more participants and increased complexity in 
market transactions. GAO pointed out that SEC’s limited resources did 
not allow SEC to “adequately deal with new and emerging issues” in 
securities trading, including technology-related changes. In an interview 
with Subcommittee staff, SEC said that accounting scandals such as 
those at Enron and WorldCom drew attention to its inability to keep up 
with increased activity in the securities market. 

In response. Congress more than doubled the SEC’s funding, from 
$377 million in 2000 to $881.6 million in 2007. SEC staff told the 
Subcommittee that the additional funding has been used to increase 
staffing levels, increase staff pay (implementing pay parity), and 
upgrade and implement new technology systems. The total number of 
full time SEC staff increased from 2,936 in 2001, to 3,623 in 2007, with 
significant increases in staff for the enforcement and examinations 
programs. Additional funding for staff resources was devoted to pay 
parity, as employees had cited low pay as a primary reason for leaving 
SEC. SEC staff told Subcommittee staff that the high staff attrition rates 
of the mid to late 1990s have dropped to 6 percent today. Similarly, 
increases for information technology have improved existing 
technological systems, such as for filing reports electronically, and new 
systems used for increased surveillance. For example, SEC has 
streamlined its monitoring of securities markets so that it receives real- 
time data from all exchanges as well as OTC markets on a continuous 
feed. SEC has also made the process by which it identifies the owners 
of securities entirely electronic, moving from paper “blue sheets” to an 
electronic blue sheet system. 

FERC Resources. FERC has also received recent funding 
increases to strengthen its oversight capabilities. In the Energy Policy 
Act of 2005, Congress increased FERC’s budget authorization and 
expanded its authority to conduct market surveillance and oversight to 
prevent energy price manipulation.’’^ FERC’s budget for its market 
oversight and investigations office, for example, was increased from $12 
million in 2003 to $18 million in 2007, with an addition of 40 full-time 
personnel. With additional funding, FERC has also transformed its 
electronic surveillance of the energy markets, obtaining real-time data 
from multiple markets. Among other innovations, FERC created 
automatic alerts based upon the raw data it collects on natural gas and 


U.S. General Accounting Office: SEC Operations: Increased Workload Creates Challenges 
(GAO-02-302) Washington, DC: March 2, 2002. 

SEC interview, April 12, 2007. 

Energy Policy Act of 2005, P.L. 109-58. 
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electricity prices to draw analysts’ attention to potential concentrations 
of market power as they develop.*’’ 

NASD Resources. The National Association of Securities Dealers 
(NASD) is a private self-regulatory body that, among other duties, 
monitors over-the-counter securities trading.*’* NASD spends over 
$ 1 00 million a year on its computer systems, a technology budget that is 
larger than the CFTC’s entire FY2007 budget of $98 million.*’’ NASD 
uses its surveillance systems to conduct market oversight. Among 
other systems, NASD compiles and publicly disseminates corporate 
bond transactions in real time “in a ticker-like fashion” through its 
Trader Reporting and Compliance Engine (TRACE).’*’ This system 
averages 22,000 transactions each day, representing more than $18 
million in trading volume. In the OTC securities markets, NASD has 
worked through several generations of its Securities Observation News 
Analysis and Regulation (SONAR) program, which allows surveillance 
staff to electronically recreate the OTC market second by second, using 
news, market information and data mining to track down possible 
instances of fraud or insider trading. SONAR stores companies’ 
financial and news information so that NASD surveillance staff can 
quickly review a firm’s market share, volume concentrations, and other 
event scenarios. NASD’s system is considered state-of-the-art in the 
market surveillance field. 

CFTC Resources. In contrast to SEC, FERC and NASD, CFTC 
budgets have not seen dramatic increases commensurate with the 
increased complexity and volumes of commodity trading. CFTC budget 
levels have grown slowly, while staffing levels have actually declined 
over time. When the CFTC was first established in 1974, it began with 
about 450 full time staffers, gradually reached a peak of about 560 
personnel in 1998, and fell back to about 450 staffers in 2007. Figure 63 
depicts CFTC budget and staffing levels over the last decade. 


See discussion of Market Monitoring Center, Federal Energy Regulatory Commission, 
Congressional Performance Budget Request, FY2007, February 2006, p. 67. 

NASD is recognized by SEC as a self-regulator for broker dealers that are not registered with 
a securities exchange, particularly those who trade in the over-the-counter (OTC) market. 

NASD interview; NASD 2005 Annual Financial Report, p. 32. NASD also spends $172 
million a year in compensation and benefits for its 2,492 employees, as of December 31, 2005. 

In its 2005 annual report, NASD cites its oversight statistics: it oversaw more than 655,000 
individual brokers and 5,100 brokerage firms, conducted 6,200 reviews based on its surveillance 
of market activity covering more than 3,300 issues listed on NASDAQ, 8,200 OTC securities, 
resulting in 1 ,400 enforcement actions filed by its 1 15 enforcement attorneys. The NASD report 
states: “Since we don’t live in a perfect world, there has to be an NASD to keep the rest of the 
financial marketplace honest.” /t/., p. 16. 

NASD 2005 Year in Review, p. S, 
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Figure 63 

CFTC Budget and Personnel: 1995-2007 
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Fig. 63. CFTC staffing ieveis have declined since reaching 
their peak in 1998. Data source: President's Budget Requests, 
1995-2008. 


CFTC officials told the Subcommittee that its current budget level 
severely constrains its ability to attract and retain key staff, upgrade 
existing computer systems, and modernize its electronic market 
surveillance and enforcement tools to adapt to changes in commodities 
trading.^*^ 

Staffing Constraints. CFTC officials told the Subcommittee that 
it has had difficulty hiring and retaining staff in part because of limited 
funding for staff salaries. Although CFTC received the authority to 
compensate its employees to a similar extent as other federal financial 
regulators under “pay parity” rules enacted in 2002, CFTC officials told 
Subcommittee staff that the Commission has not received enough 
funding to fully implement the pay parity authorization, and CFTC 
employees currently earn 20 percent less than other federal financial 
regulators. CFTC told the Subcommittee that it lost 58 experienced 
hires in FY2006, and their budget document states that over 30 percent 
of their senior managers may retire in the next three years. In addition, 
CFTC staff told the Subcommittee that the agency instituted a hiring 
freeze in October 2005, further hindering efforts to improve staffing. 


182 interview, March 26, 2007. 

Under the Farm Security and Rural Investment Act of 2002, § 10702, the CFTC was 
authorized to pay its staff “pay parity” with the banking regulators and SEC. 
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Information Technology. In addition to a staffing crisis, CFTC 
recognizes its current market surveillance systems are “woefully out of 
date.”’*'* Currently, CFTC has two major information systems to monitor 
transactions on commodities. Data from clearing members and the 
exchanges are entered into the Integrated Surveillance System (ISS) and 
used in the Large Trader Reporting System.’*^ CFTC staff told the 
Subcommittee that because they do not have a standard means of 
compiling data from clearing members and brokers, a team of 12 staff 
has to assemble position and financial information into one platform 
each day for analysis. 

CFTC’s second information system is the Exchange Database 
System (EDBS), which handles clearing member data from CFTC 
regulated exchanges, to monitor trading abuses such as trading ahead of 
customers. It was designed for analyzing data traded on the floor, or 
“pit,” when cards were flung across the trading floor. However, today’s 
commodities markets have shifted away from pit trading to electronic 
trading. According to the CFTC, trading volume on NYMEX, Chicago 
Board of Trade, and Chicago Mercantile exchanges is now about 70-75 
percent screen-based and 25-30 percent floor-based,’*^ with electronic 
trading at NYMEX having increased over 200 percent in 2006 alone.’*’ 

CFTC’s strategic plan calls for a new system called the Trade 
Surveillance System (TSS), which would allow CFTC staff to integrate 
data from across exchanges, including floor and electronic trading, to 
determine inter-exchange violations or price manipulations, all of which 
the current systems currently cannot process.’** As a CFTC official 
described it, to go from EDBS to TSS would be “like going from the 
faucet tap to a fire hose” of data.'** CFTC’s strategic plan for 2004-2009 
estimates that TSS would cost $3.5 to $4.5 million and take two-and- 
one-half years to fully implement. CFTC staff told the Subcommittee 
that its FY2008 budget request includes no funding to start work on the 
TSS system. 

CFTC staff also explained that, in recent years, the agency has had 
to divert funding from information technology needs to personnel costs. 
CFTC staff noted that its 2008 request for a budget increase for 
information technology is simply to bring its existing systems into 
compliance with general federal government information technology 


184 FY2004-2009 Strategic Plan, p. 12. In its strategic plan, CFTC lists several priorities 
related to the development of new trade surveillance systems that will remain “effective and 
robust” as trading becomes increasingly screen based. 

185 interview, March 26, 2007. 

186 FY2008 0MB Budget & Performance Estimate, at p. 21; CFTC interview, 3/26/07. 

^ NYMEX website. /VVMBX Holdings, Inc, Reports Record Fourth Quarter and Full Year 2006 
Results, 1 /3 1 /07, at http://www.nymex.com/press_releas.aspx?id=pr20070I3 1 a. 

CFTC, FY2004-2009 Strategic Plan, p. 12. 

CFTC interview, March 26, 2007. 
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requirements, and not to upgrade or introduce new CFTC-specific 
surveillance or enforcement systems,’^” CFTC estimates that its 
investment in teehnology development as a pereentage of its annual 
appropriations has dropped from about 10 percent to less than 7 percent 
over the past five years. ^ Furthermore, given its limited budgetary 
resources, CFTC has not yet begun to allocate funds towards re- 
engineering its systems. 

Enforcement. More staff and greater budgetary resources would 
also help improve CFTC’s enforcement efforts, which are currently 
strained. According to testimony and budget documents, in the past 
three years, CFTC’s enforcement program has filed more actions than in 
any other time in the program’s history. CFTC enforcement division 
reports typically list over 100 investigations open at any one time.’®^ 
Many of the recent enforcement actions have been against traders in the 
natural gas markets. From 2002-2006, CFTC filed 34 cases and charged 
54 persons for violations related to energy markets.'®^ 

CFTC states that the increase in litigated cases without a 
subsequent increase in funding has diverted CFTC staff from opening 
and pursuing new cases. The division has lost 1 1 percent of its staff in 
the past two years and due to the hiring freeze has not been able to hire 
additional personnel. Technology also poses challenges for 
enforcement staff CFTC’s fiscal year 2008 budget request cites: “the 
dramatic increase in electronic trading poses additional challenges to the 
Enforcement program in terms of potential novel violations (or 
adaptations of traditional trade practice violations) and potential audit 
trail gaps. These challenges will require additional resources not only for 
investigation and persecution but also for Enforcement staff training.”’’^ 

CFTC has found that investigating alleged abuses in the energy 
markets requires its staff to analyze volumes of trading data, hire 
experts, and review activities across multiple energy markets. Without 
additional resources, as CFTC’s budget request states, “there is a 
substantial risk that abusive trading in energy futures markets will go 
undeteeted, potentially costing American consumers hundreds of 
millions of dollars in additional energy costs.”’®^ 


Id. 

Reuben Jeffery III, CFTC Chairman, testimony before the U.S. Senate Subcommittee on 
Financial Services and General Government Committee on Appropriations, March 9, 2007; p. 8. 
192 Qp-pQ FY2008 0MB Budget and Performance Estimate, p. 13. 

Id., p.5. 

194 FY2006 Performance and Accountability Report, November 2006, p. 19. 

195 FY2008 0MB Budget & Performance Estimate, p. 59. 

Id., p. 49. See also “Algo trading raises stakes for market regulators,” Reuters, June 5, 2007 
(describing regulatory review issues related to electronicaily placed trade orders by “hyper-fast 
computer programs”). 
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2. Increased Funding Through User Fees 

Under the current funding system, the CFTC is funded through 
general appropriations and must compete against all other government 
functions to secure resources. A more effective approach, already used 
to fund all other federal financial regulators, including the SEC, FERC, 
Federal Reserve, Office of the Comptroller of the Currency, and the 
Federal Deposit Insurance Corporation, would allow the CFTC to obtain 
funding through user fees imposed on the markets it regulates. A 2007 
Congressional Research Service report notes that “every President since 
Ronald Reagan” has asked Congress to authorize such fees, including 
the Bush Administration.’*^ The President’s 2008 budget states that the 
“CFTC is the only federal financial regulator that does not derive its 
funding from the specialized entities it regulates. 

User fees would ensure that the persons who benefit from well 
regulated commodity markets contribute to the cost of policing such 
markets. While it is often suggested that the fee apply only to 
commodities traded on regulated exchanges, a better approach would be 
to apply the fee to both regulated and exempt exchanges, since a more 
broad-based fee would reduce the costs per trade and would ensure that 
regulated exchanges are not placed at a competitive disadvantage 
compared to exempt exchanges. In other words, any CFTC user fee 
should apply to trades not only on NYMEX, but also on ICE, since both 
markets play key roles in energy pricing and both markets require 
policing to detect, prevent, and punish misconduct. In addition, while 
the President’s budget proposes fees to cover CFTC’s current funding 
levels, the better approach would be to collect sufficient funds to enable 
the CFTC to modernize its antiquated technological systems, meet its 
staffing needs, and strengthen its oversight and enforcement functions. 


See Congressional Research Service report, “Proposed Transaction Fee on Futures 
Contracts,” Report No. RS22415, p. 1. CFTC’s FY2008 budget includes a proposal to collect a 
“new transaction fee on commodity futures and option contracts traded on approved exchanges.” 
' The Budget for Fiscal Y ear 2008, Appendix, p. 1041 . 
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VIII. ADDITIONAL MINORITY STAFF VIEWS ON THE 
REPORT 

This Report represents the culmination of the Subcommittee’s 
extensive investigation into the impact of speculative trading on U.S. 
energy markets. This inquiry stems from the Subcommittee’s bipartisan 
staff report entitled, The Role of Market Speculation in Rising Oil and 
Gas Prices: A Need to Put the Cop Back on the Beat, which was issued 
in June 2006. This investigation has been a bipartisan effort from its 
inception and we applaud the Majority’s tireless dedication throughout 
this process. The recommendations in this Report comport with those of 
the Subcommittee’s June 2006 report and, to that extent, we join with 
the Majority on a bipartisan basis to make these recommendations. 

While we join with the Majority in making these 
recommendations, we are unable to reach some of the same factual 
findings with the same degree of certitude. For instance, although a 
number of facts presented in the Report support the conclusion that 
Amaranth’s trading activity was the primary cause of the large 
differences between winter and summer futures prices that prevailed 
throughout 2006, other facts seem to indicate the opposite - that market 
fundamentals and price changes influenced Amaranth’s positions. These 
facts suggest that, at least at times, Amaranth was responding to the 
market, rather than driving it. For example, although the price of natural 
gas declined substantially after Amaranth’s demise, this alone does not 
prove Amaranth’s ability to elevate prices above supply and demand 
fundamentals; rather, the market may have simply reevaluated those 
fundamentals in light of the hurricane season ending without a major 
event and the prediction of a warm winter. It is clear that different 
conclusions can be drawn from the same set of facts. 

To be sure, the factual findings presented by the Majority 
regarding Amaranth’s impact on natural gas prices are compelling and 
raise valid concerns that demonstrate the need for greater transparency 
in our energy markets. Moreover, factual findings regarding the degree 
to which Amaranth affected prices are not necessary to justify the 
recommendations articulated in this Report. We make these 
recommendations because they will better preserve the integrity of U.S. 
energy markets. As an increasing amount of U.S. energy trades occurs 
on unregulated, over-the-counter electronic exchanges, the CFTC’s large 
trading reporting system becomes less accurate, trading data becomes 
less useful, and market surveillance becomes less comprehensive. The 
structure, pricing, and trading of energy futures contracts and 
standardized, cleared energy swaps traded on electronic, over-the- 
counter exchanges are functionally equivalent, and the primary markets 
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on which the two instruments are traded should receive equivalent 
regulatory treatment. 

Any implementation of these recommendations must be clearly 
defined and targeted to preserve the integrity of our energy markets. As 
a threshold matter, regulators need to develop a clear definition of 
“excessive speculation.” Without a clear, unequivocal definition of that 
term, the CFTC and regulated exchanges will continue to have difficulty 
monitoring and preventing price distortions. More important, we must 
ensure that any proposed cure is not worse than the disease. If we 
extend CFTC oversight and regulation to electronic, over-the-counter 
exchanges, we must avoid unintended consequences - namely, creating 
incentives for traders to shift their business to the far less transparent and 
unregulated bilateral, voice-brokered markets. 

# # # 
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APPENDICES 


APPENDIX 1 

Appendix I displays Amaranth’s open interest in relation to the total NYMEX open 
interest for futures contracts from Fehniary 2006 through December 2010. 

APPENDIX II 

Appendix 11 displays the daily volume of bading in NYMEX natural gas futnres contracts 
(NG), ICE Henry Huh natural gas swaps traded on the ICE electronic exchange, bilateral 
over-the-counter (OTC) transactions cleared on ICE (“block” trades), and bilateral OTC 
transactions cleared on NYMEX Clearport (NTsI), for contract months in which there was 
a significant amount of trading volume in 2006. 

APPENDIX III 

Appendix III displays Amaranth’s open interest in each contract month in which it had a 
minimal level of open interest during 2006. Amaranth’s open interest is displayed in 
each of the following categories: NYMEX natural gas futures contracts (NG); NYMEX 
natural gas options (LN and ON); ICE natural gas swaps traded on the ICE electronic 
exchange; and OTC transactions cleared on ICE (ICE block transactions), and over-the- 
counter transactions cleared on NYMEX NYMEX Clearport (NN). 

APPENDIX IV 

Appendix IV displays Amaranth’s total position in each contract month from February 2, 
2006 through September 15, 2006, The total Amaranth position was calculated by the 
Subcommittee staff by aggregating Amaranth positions in the following contracts: 
NYMEX natural gas futures contracts (NG); NYMEX natural gas options on futures (LN 
and ON); ICE natural gas swaps traded on the ICE electronic exchange; OTC bilateral 
transactions cleared on ICE (ICE block transactions); and OTC bilateral transactions 
cleared on NYMEX Clearport (NTJ and NP). These charts do not display Amaranth’s 
positions in contracts beyond May 2009. Futures-equivalent positions for NYMEX 
natural gas options were computed using the daily option delta factors provided to the 
Suheommittee by NYMEX. 

APPENDIX V 

Appendix V displays the same data as Appendix IV for the dates between July 12 and 
August 3 1 , but each position is displayed according to its NYMEX and ICE components. 


Data sources: NYMEX, ICE, and Amaranth. 

All data analyses in this Report, including all charts in these Appendices, were prepared 
by the Majorit)' Staff, Permanent Subcommittee on Investigations. 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR 2006 


AS PERCENT OF NYMEX OPEN INTEREST 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR 2009 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR 2010 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR WINTER 2006-07 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR WINTER 2007-08 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR WINTER 2008-09 

AS PERCENT OF NYMEX OPEN INTEREST 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR WINTER 2009-10 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR MAY 2006 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR JUNE 2006 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR JULY 2006 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR AUGUST 2006 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR SEPTEMBER 2006 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR OCTOBER 2006 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR NOVEMBER 2006 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR JANUARY 2007 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR FEBRUARY 2007 
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AMARANTH OPEN INTEREST ON NYMEX 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR APRIL 2007 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR JUNE 2007 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR JULY 2007 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR AUGUST 2007 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR SEPTEMBER 2007 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR OCTOBER 2007 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR NOVEMBER 2007 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR DECEMBER 2007 


AS PERCENT OF NYMEX OPEN INTEREST 

100% T 



AS COMPARED TO TOTAL NYMEX OPEN INTEREST 

number of contracts 



I-28 




397 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR JANUARY 2008 
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AMARANTH OPEN INTEREST ON NYMEX 
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AMARANTH OPEN INTEREST ON NYMEX 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR MAY 2008 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR JUNE 2008 
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AMARANTH OPEN INTEREST ON NYMEX 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR AUGUST 2008 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR OCTOBER 2008 
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AMARANTH OPEN INTEREST ON NYMEX 
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AMARANTH OPEN INTEREST ON NYMEX 
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AMARANTH OPEN INTEREST ON NYMEX 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR FEBRUARY 2009 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR MARCH 2009 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR APRIL 2009 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR MAY 2009 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR JUNE 2009 
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Figure 23 

AMARANTH OPEN INTEREST ON NYMEX 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR AUGUST 2009 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR SEPTEMBER 2009 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR OCTOBER 2009 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR NOVEMBER 2009 
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AMARANTH OPEN INTEREST ON NYMEX 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR JANUARY 2010 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR FEBRUARY 2010 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR MARCH 2010 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR APRIL 2010 
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Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR MAY 2010 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR JUNE 2010 


226 




number of contracts 


3500 


■ NYMEX Open interest 


1 Amaranth Open Interest 


!-58 









428 


Figure 23 


AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR AUGUST 2010 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR SEPTEMBER 2010 
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AMARANTH OPEN INTEREST ON NYMEX 
NATURAL GAS FUTURES CONTRACT FOR NOVEMBER 2010 
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AMARANTH OPEN INTEREST ON NYMEX 
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NYMEX AND ICE TRADING VOLUMES 
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NYMEX AND ICE TRADING VOLUMES 
NATURAL GAS CONTRACTS FOR JULY 2006 
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NYMEX AND ICE TRADING VOLUMES 
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NYMEX AND ICE TRADING VOLUMES 
NATURAL GAS CONTRACTS FOR SEPTEMBER 2006 
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NYMEX AND ICE TRADING VOLUMES 
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NYMEX AND ICE TRADING VOLUMES 
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NYMEX AND ICE TRADING VOLUMES 
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NYMEX AND ICE TRADING VOLUMES 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Bnan Hunter,” Amaranth head energy trader 
’ Unidentified trader 


Thursday, April 13, 2006, 1:32:58 PM EOT 


= Redacted by the Permanent 
Subcommittee on Investig^o^ 


what do you think buddy 
classic short squeeze? 

Brian Hunter; yup 

Brian Hunter: Arnold buying v/f [October/January spread] all day . . . 

when do you put the boot to v/f 
teach amold a lesson on whats right and wrong 
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Redacted by the Permanent 
..,,,_^_^__SubcoiTumttee on Investigations 


From: windavvsadmin@amarartttiltc.com 

Sent Thursday, April 13. 2006 1:33 PM 

To: amaranth.dom@amarantti.digilal53fe.net 

Subject: SUBJECT: CONVERSATION PARTICIPANTS = "CRUMMERTO"; 

BHUNTER@AMARAMTHLLC.COM 


X-2ANTAZ -MESSAGE-EATS: 04./13/2006 17:32:58/ 04/13/2006 17:33:05; 04/13/2006 17:37: 
C4/13/2006 17 :37:53; 04/13/2006 17:33:46; 04/13/2006 17:33:51; 04/13/2006 17:39:0-7 

04/13/2006 17:39:26; 04/13/2006 17:40:35; 04/13/2006 17;41:02; 04/13/2006 17:41:54; 

04/13/2006 17:41:57; 04/13/2006 17:42:02; 04/13/2006 17:42:07; 04/13/2006 17:42:11 

04/13/2006 17:42:15; 04/13/2006 17:42:21; 04/13/2006 17:42:49; 04/13/2006 17:43:08 

04/13/2006 17:43:16; 04/13/2006 17:43:34; 04/13/2006 17:43:36; C4/13/2006 17:44:39; 

04/13/2006 17:44:41; 04/13/2006 17:44:47; 04/13/2006 17:44:52; 04/13/2006 17:46:11; 

C4/13/2006 17:46:22; 04/13/2006 17:46:36; 04/13/2006 17:46:47; 04/13/2006 17:47;i4; 

04/13/2006 17:47:21; 04/13/2006 17:48:05; 04/13/2006 17:40:19; 04/13/2006 17:49;29; 

04/13/2006 17:48:34; 04/13/2006 17:48:38; 04/13/2006 17:48:46; 04/13/2006 17:49:50 

C4/13/2006 17:49:24; 04/13/2006 17:49:28; 04/13/2006 17:49:34; 04/13/2006 17;49;42 

04/13/2006 17:49:46; 04/13/2006 17:49:51; 04/13/2006 17:49:54; ' 

C4/13/2006 17:55:31; 04/13/2006 17:53:20; 04/13/200617:58:22; 04/13/2006 18:06:46; 
C4/13/2C06 18:09:26; C4/13/2C06 18:09:32; 04/1 3/2006 16: 09:57 

X-ZAMTAS-PARTICIPANT-TMNAIES: Ini' I 

X-ZA14TAZ-REC1PIENT-NAME:: Brian Hunter; 

X-ZANTAZ-P.APT:ciPANT-IMNAMES:J»|^M|g|^ hunteraicaranth 
X-Z/\NTAZ-SENDER-NAME :4BBHB[|PrB^arrHunter 

X-ZANTAZ-GUID: CE6C7002-8aA2-496C-BC02-85A85AAB5929799l294985890ei4 
X-ZANTAZ-UBL: notused 

X-OriginaiArrivalTime: 13 .Apr 2006 18:10:53.0075 (U?C) FrLETIME=(9AlE6630: 01C66F25 ) 


IM Network: AOL IM 
IM Users : 

p a r C i c 1 p a n t *■ Ullimimill^ 

part icipant-bhunter 0amarar.thlic.com "hunterairaranth” 

IM Dialog: 

Thursday/ April 13, 2006 1:32:58 ?M EDT cro.'nmertd started conversation. 

Thursday, April 13, 2006 1:32:58 PM EDT Brian Hunter has entered the conversation. 

Thursday, April 13, 2006 1:32:58 R4 what do you think buddy Thursday, April 

13, 2006 1:33:05 PM class^^shor^scieeze? 

Thursday, April 13, 2006 1:37:47 PM EDT Brian Hunter: yup Thursday, April 13, 2006 1:37:53 
PM EDT Brian Hunter: Arnold buying v/f all day Thursday, April 13, 2006 1:38:46 FM EDT 
Brian Hunter: 1.1 into ABCO Thursday, April 13, 2006 1:38:51 PM EDT Brian Hunter: this 
weekend will have ALOT going in Thursday. April 13, 2006 1:39:07 PM EDT Brian Hunter: ABC 
still 1.7? 

Thursday, April 13, 2006 1:39:26 PM EDT Bri an Hunt or: how much room in storagein Alberta 

Thursday, April 13, 2006 1 :40:35 PM 310 without edson Thursday, April 13, 

2006 1:40:35 PM EDT most they can do is 20 my guess Thursday, April 13, 2006 

1:41:02 PM EDT ^HHjil^Jabc should be lower for weekend Thursday, Aoril 13, 2006 1:41:54 
PM EDT Brian HunTemTTtotal Thursday, April 13. 2006 1: 41:57 FM EDT Brian Hunter: how 
much left Thursday, April 13, 2 006 1:42:02 PM EDT sorry Thursday, April 13, 

2006 1:42:07 PM EDT 125 Thursday, April 13, 200 6 1 :42:11 PH EDT crunmertd: to 

get to 310 Thursday, Apr il 13, 200 6 1:42:1$ FM EDT do the math Thursday, April 

13, 2006 1:42:21 EDT good at 1.0/day Thursday , April 13, 2006 1:42:49 PM 

EDT Brian Hunter: uh no Thursday, April 13, 2006 1:43:08 tK CDTlHiBBHIft: when do you put 
Che boot to v/f Thursday, April 13, 2006 1:43:16 PM EDT teach arnold a lesson 

on whats right and wrong Thursday, April 13, 2006 1:43:34 PM EDT Brian Hunter: he is 

buying F today Thursday, April 13, 2006 1:43:36 FM EDT Brian Hunter: sellina v Thursday, 
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Permanent Subcommittee on Investigations Selected Eatcerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Brian Hnnter,” Amaranth head energy trader 
Unidentified trader 


Tuesday, April 25, 2006, 12:23:56 PM EOT 


= Redacted by the Permanent 
Subcommittee on Investigations^ 


everyone is high on ICE these days, you think its had its day or more to go? 


Brian Hunter: one thing that’s nice is there are no expiration limits like Nymex clearing 
Brian Hunter; that alone will keep it strong 





724 


~ Redacted by the Permanent 
Subcommittee on investigations 


From: windowsadmin@amaranlhllc.com 

Sent: T ueaday, April 25. 2006 12:14 PM 

To: amaranth.dom@emaranth.crigttaisafe.net 

Subject SUBJECT: CONVERSATION PARTICIPANTS = -CRAIGSCHOR"; 

BHUNTER@AMARANTHLLC.COM 


IM Network: .AOL IM 

JM User-s: 

participant’' 
participant” 

IM Dialog: 

Tue.'sday, April 25, 2006 12:14:25 PM 4|HIHil|^ started conversation. 

Tuesday, April 25, 2006 12:14:25 PM EDT B^^r^iunt er has entered the conversation. 

Tuesday, April 25, 2006 12:14:25 PM EDT ^■|||||||||||B: IM Administrator: NOTE; This session 

is recorded and the recording is the sol^^reperty of Amaranth. 

Tuesday, April 25, 2006 12:14:25 PM EDT Brian Hunter: IM Administrator: NOTE: This session 
is recorded and the recording is the sole property of Air.aranth. 

Tuesdav, April 25, 2006 12:14:25 PM EDT Brian Hunter: no way Tuesday, April 25, 2006 
12:14:29 PM EDT Brian .Hunter: good god Tuesday, ?^ril 25, 2006 12:24 :39 a-f EDT Brian 
Hu.nter: of course power is 1 guy and gas is 4 Tuesday, April 25, 2006 12:15:24 PM EDT 
l^be power guy? I heard Gerald is not there. 

2 5, 2006 12: 15:33 PM EDT Brian Hunter; really Tuesday, April 25, 2006 
12:16:02 PH EDT either way, that cracks me up. 

Tuesday, April 25^k^^^^2:16:33 PM EDT Brian Hunter: hey good for him Tuesday, April 25, 
2006 12:16:35 PM EDT B^ar^Kur^r: 1 actualyl think he is a nice guy Tuesday, .®ipril 25, 
2006 12:16:51 PM EDT4||||||HHi[||^ At least he is making the best of the situation Tuesday, 
April 25, 2006 12:1? Brian Hunter: yeah Tuesday, A p_ril 25, 200 6 12:1?:38 PM EDT 
Brian Hunter: agreed Tuesday, April 25, 2006 12:1?:40 PM EDTjmmmUpF let me tell you, 
you are the talk of the town these days ■ _ 

Tuesday, April 25, 20C6 12:16:2S ^ between the article and other 

rumors. . . 

Tuesday, April 25, 2006 12:18:28 PM EDT Brian Hunter: wonderful Tuesday, April 25, 2006 
12:18:30 PM EDT Brian Hunter: what now Tuesday, April 25, 2006 12:19:01 PI-1 
Latest jiberish is that you made IBillion* and pulled in 3C0MM for you and 
Tuesday, April 25, 2006 12:20:09 ?M EDT Brian Hunter: hahahahahahahaha Tuesday, April 25, 
2006 12:20:12 PM EDT Brian Hunter: 30% payout Tuesday, Apri l 25, 2006 12:20:13 PM EDT 
Brian Hunter: nice Tuesday, April 25, 20C6 12:21:14 ZUT was hoping you can 
spare a few for a good friend? 

Tuesday, April 25, 2006 12:21:37 PM EDT Brian Hunter: hahahaha Tuesday, April 25, 2006 
12:21:40 PM EDT Brian Hunter: 300mjn Tuesday, April 25, 2006 12:2l;41 PM EDT Brian Hunter: 
whatever Tuesday, April 25, 2006 1 2:21:4? ?H EDT Brian Hunter: Maybe next year :) Tuesday, 
April 25, 2006 12:22:11 PM EDT Its always next year.... 

Tuesday, April 2^^2£0^^^22:2^^^^?P^3rian Hunter: hahahahahaha Tuesday, April 25, 2006 
12:23:56 PM EDT everyone is high on ICE these days, you think its had Its day 

or more to go? 

Tuesday, April 25, 2006 12:27:31 PM ED? Brian Hunter: one thing that's nice is there are 
no expiration limits like Nyroex clearing Tuesday, April 25, 2006 12:27:3? PM EDT Brian 
Hunter: that alone will keep it strong Tuesday, .April 25, 2006 12:27:48 FM EDT Brian 
Hunter; but will all the money miving into conenods 


:.coj3 "hunteramaranth" 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0592988 
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From: Shane Lee®^@amaraiithUc.comi] 
Sent: Friday, May 19, 2006 6:12 PM 
To: Brian Hunter 
Subject: P&L breakdown 

Crude -2.83 (+6 fuel -8 straddle roll) 

NG -37.7 (-24 main book, -9 basis, -5 cal spreads) 
Transferred positions -1.8 

Tried to ignore brad's positions for you 


= Redacted by the Permanent 
Subcommittee on Investigations 


Some things of note in physical world: 

• TCO gonna force withdraw commercial storage (71% down to 60%). ! think this goes back to Maumee, 
Lebanon, and Panhandle/ANR, maybe even a littte Niagara. Main effects should be on Michcon, Dawn, 
Chicago and some gulf. No idea how it will effect TCO yet, depends on if they restrict their west/east 
pools or if they have to sell it within the pools. 

• Ship Channel for Q3 into -.25ish 

• Socal Q3 into -.84ish 

• Mich Q3 into -.10ish 

• Supposedly NGPL scrapes are a little lighter than last week 

» The west move is a stop out from the Intel matt and I are getting 

Some mere commentary from today; 

• h/j was super bid today, probably because of you 

• Not much fight from people on the z/f 

• Backs were settled 10 cents BS 

• f^^^was the big spread seller up front, and they weren't behaving (ike they were getting out of 
anything 

• OTC was calling me specifically looking for front spreads asking for size bids (Sempra asking), so the 
market smelled that you guys were out somehow. ..they don’t usually call me on those 

» The Cals were not trading much today.... just lots of P&L management on the curve 

• The crude barf was all at the end. ...lots of funds exiting commodities today 

• Wasn't much fight in u/v today. ..people seemed more concerned with the n/q/u spreads today 

Looks like group was down around 58 today 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0155294 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Brian Hunter,” Amaranth head energy trader 
Unidentified trader 


Tuesday, May 23, 2006, 12:36; 28 PM EDT 


Brian Hunter: thanks for the Nymex/ICE 

Brian Hunter: we were kind of hung 

Brian Hunter: [Trader Matthew] Donoboe messed up 


what is that about 

ar [are] they not the same thing? 


Brian Hunter: we have exachnge [exchange] limits 


u got me very contused 


Brian Hunter: on Nymex not on ICE 

Brian Hunter: for June expiry 

Brian Hunter: they settle the same 

Brian Hunter: but Nymex sends out warning letter 



Brian Hunter: which is bad for fund 
Brian Hunter: thanks anyways 


= Redacted by the Permanent 


1: i better find out my exchage [exchange] limit 
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“ Redacted by the Permanent 

SubcomnntieejinJnvesHoa fin^ 


From: windowsadmin@amaran1hHc.com 

Sent Tuesday, May 23, 2006 12:36 PM 

To: amaranth.dom@amaranth.digitatsafe.net 

Subject: SUBJECT: CONVERSATtON PARTiCIPANTS = "HUNTERAMARANTH"; “MWDGUPTAA" 


IM Network: AOL IM 
IM Users: 

p a r t i c i p an t = " hunteram a r a n t h " 
part ic ipant = 

IM Dialog: 

Tuesday, May 23, 2006 12:36:28 PM EI>T Brian Hun ter started conversation. 

Tuesday, Kay 23, 2006 12:36:28 PM entered the conversation. 

Tuesday, May 23, 2006 12:36:26 PM EDT Brian Hunter: IK Administrator: NOTE: This session 

is recorded and the recording is the sole pr oper ty of Amaranth. 

Tuesday, May 23, 20C6 12:36:28 PM EDT Administrator: NOTE: This session is 

recorded and the recording is the sole property of Amaranth. 

Tuesday, May 23, 2006 12:36:28 PM EDT Brian Hunter: thanks for the Nymex/ICE Tuesday, May 

23, 2006 12:36:31 PM EDT Brian Hunter: we were kind of hung Tuesday, May 23, 2006 12:36 :43 

?M EDT Brian Hunter; Donohoe messed up Tuesday, May 23, 2006 12:36:47 ?M EDT 
what is that aboulDisclaimer Tuesday, May 23, 2006 12:36:62 PM EDT they not 

the same thing? 

Tuesday, May 23, 2006 12:3 8:58 PM E DT Brian Hunter: we have exachnge limits Tuesday, May 
23, 2006 12:37:01 PM EDT u got me very confused Tue.sday, May 23, 2006 12:37:02 

PM EDT Brian Hunter: on Nymox not on ICE Tuesday, May 23, 2006 12:37:08 ?M EDT Brian 
Hunter: for June e.xpiry Tuesday, May 23, 2006 12:37:14 PM EDT Brian Hunter: they settle 
the -sa.me Tuesday, May 23, 2006 12:37:20 tW ED T Brian Hu nter: but Nyraex send.s out warning 
letter Tuesday, Kay 23. 2006 12:37 :34 ?M £DTg[|Hm[mi|^ckay Tuesday, May 23, 2006 
12:37:36 PM EDT Brian Hunter: which is bad fo^fim^Tu^day, May 23, 2006 12: 37:42 PM EDT 
Brian Hunter: thanks anyways Tuesday, Kay 23, 2006 12:37:52 FM EDT better 

find out my exchage limit 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0595133 
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From: Matthew Donohoe [f0flfl^@amaranthUc.com] 

Sent: Tuesday, May 23, 2006 3:14 PM r"' j 

To: Michael Cameri I <—1 

Cc: Brian Hunter ' 

Subject: Nymex compliance 


Bonnie from nymex compliance will be calling you. Since the broker was waiting on a decision from the nymex, 
theydidn't get the trade posted for today's date. As a result we are outside our limits for today, even though the 
trade was done earlier this afternoon. 


Please give me a call back at 403 

Thanks 

matt 


to discuss 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0154011 
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From: Michael Malach |P||||||||||||||^amaranthll^ 

Sent: Wednesday, May 24 , 2006 9:22 AM 
To: Michael Malach; Compliance Group 
Cc: Brian Hunter; Jeff Baird; Matthew Donohoe; Matthew Calhoun; Brad Basarowich; Peter Geary; Hai 
Chen; Damir Durkovic; David Chasman; Energy Operations 
Subject; RE: Position Limit Nat Gas June 06 

According to the below from JPMU and our Delta report, we do NOT appear to be in compliance with 
the NYMEX. We needed to be under 2,500 contracts by COB yesterday and we are showing in excess 
of over 8,500. 

Compliance Group- Please call the NYMEX and confirm our net po.sitions and see if there is anything 
we can provide to cover the necessary 6,000 contracts. 

Regards, 


, = Redacted by the Pcnnanent 
Subcommittee on Investigations^ 


Mike 


Product Description 

Futures Code Options Cctde Contract Limits % of Spot MMBtu GMI Qty Futures Equivalent 

Natural Gas Outrights 

e-miNYsm Henry Hub Natural Gas Futures ^ NC SPOT 50% 5,000 

Henry Hub Natural Gas Futures NG SPOT 100% 10,000 1,328 

1,328 

Henry Hub Natural Gas Penultimate Swap NP NG SPOT 25% 2,500 1,770 

443 

Henry Hub Natural Gas Swap Futures NN NG SPOT 25% 2,500 10,070 

2.518 $ 4.288 

GMI Qty Delta Equivalent 

Henry Hub Natural Gas Calendar Spread Options lA NG SPOT 100% 10,000 

CONFIDENTIAL TREATMENT REQUESTED AALLC_REG0288764 
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■ = Redacted by the Permanent 
Subcommittee on Investigations 


From: Michael Malach amaranthllc.com] j subcommittee on inves tigations j 

Sent: Thursday, May 25, 2006 8:36 AM 
To: Michael Malach; Compliance Group 

Cc: Brian Hunter; Jeff Baird; Matthew Donohoe; Matthew Calhoun; Brad Basarowich; Peter Geary; Hai 
Chen; Damir Durkovic; David Chasman; Energy Operations 
Subject: RE: Position Limit Nat Gas June 06 


Ok -we are under the 2,500 limit as of yesterday. Please note that Options come off today and tltat could 
take us over by the end of the day. We need to manage our options throughout the day and make sure we 
put on the necessai 7 offsets to remain under 2.500 contracts. 


Regards, 


Product Description 

Futum Code Options Code Contract Limits % of Spot MMBtu GMI Qty Futures Equivalent 
Natural Gas Outrights 

e-miNY®^ Henry Hub Natural Gas Futures NG SPOT 50% 5,000 

Henry Hub Natural Gas Futures JiG NG SPOT 100% 10.000 1,828 

1,828 

Henry Hub Natural Gas Penultimate Swap NP NG SPOT 25% 2,500 23,670 

5,918 

Henry Hub Natural Gas Swap Futures M NG SPOT 25% 2,500 20,170 

5,043 $ 12,788 

GMI Qty Delta Equivalent 

Henry Hub Natural Gas Calendar Spread Options lA NG SPOT 100% 10,000 

Henry Hub Natural Gas Calendar Spread Options IB NG SPOT 100% 10,000 

Henry Hub Natural Gas Calendar Spread Ofrtions IC NG SPOT 100% 10,0(X) 

Henry Hub Natural Gas European-Style Options NG SPOT 100% 10,000 


CONFIDENTIAL TREATMENT REQUESTED AALLC_REG0154911 
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From: Shane Lee |^B@amaranthnc.com] 

Sent: Friday, May 26, 2006 11:46 PM 
To: Brian Hunter 
Subject: Re: 

Brian there is no fundamenta] problem with our trade...we already know that.. .there is zero reason to be short NG past 
summer, , 

What flow will do is our 500 million dollar question. 

Stop drinking and get some sleep. 


= Redacted by the Permanent 
Subcommittee on Investigatioi^ 


Sent from my BlackBenry Wireless Handheld 


Original Message- 

From: Brian Hu oter 

To: Shane Lee 

Sent: Fri May 26 23:42:34 2006 
Subject; Re; 


@amaranthllc .com> 
amaranthllc.com> 


Says demand is lights out strong. Its never been higher. The biggest supply constraint are the stripping plants. Those 
prices are fine - just another data point to screwy NG. Demand vs x and z YoY is so screwy. 


Sent from my BlackBenry Wireless Handheld 


Original Mess ^e 

From: Shane Lee Jm@ainaranthnc,com> 
To: Brian Hunter fliHlto@amaranthilc.com> 
Sent; Fri May 26 23:37:37 2006 
Subject: Re; 

If those prices don't drop too. 


Sent from my BlackBenry Wireless Handheld 


Original Message 

From; Brian Hunter-4HiHl@amaranthllc.com> 

To; Shane Lee 4HHi@^^^chllc.coni> 

Sent: Fri May 26 23:36:07 2006 
Subject: Re: 

Having a good talk with brad about huge liquids production and prices. Yoy come sept might be 2bcFd more deamnd 
from that and it won’t price out until $13 


Sent from my BlackBerry Wireless Handheld 


Original Mes.sage 

From; Shane Lee <^^^@amaramh]lc.coin> 


CONFiDENTtAL TREATMENT REQUESTED 


AALLC_REG0288954 
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To: Brian Hunter ^^^^P@amaranthilc.com> 

Sent: Fri May 26 23:30:12 2006 
Subject: Re: 

Not sure yet...need to clear my head a little with some sleep... I am pretty banged up from this week. I know we did the 
right thing today... just don't know if it bought us time or if we were right and all of this is symptomatic of mispriced QI. 
We did not move h/j that much...it was panic buying before we even touched it. Rummy didn't even get on it hard until it 
was over 1.70. 

One thing that worries me is that if the fronts go up, does John blow up. I think his front short might me getting crazy to 
deal with the pain. Does a big up day without a back rally finish him off? We are somewhat protected with cal 7.. .but is 
he. He caused Dec 2003. ...does he cause May 2006? I think a down day in fronts is of course further pain... but I think 
most of it is cal 8. 

I am less worried about producer selling coming in tham I am about one or two big guys starting to bail. Do you think 
anyone else may be thinking about banking this stuff like you are? 

I think h/j can only go up another 30-50 cents or so this early in the season.. .market is short it but not as short as they will 
be 45 days from now. On a positive note though we know f/v can go up a lot. The whole friggen reason this iis happening 
is the markets paranoia with letting f/v release. 

I think we can still head down... we have to be honest to ourselves about it. However we did see people willing to buy 
value this morning. ..especially deep back. We know h/j is short now.. ..but we also know that it is not good value above 
2.25 this early and that the market will sell it if it feels the same way, even if it is already short. I am not as worried about 
f/v and m/v...they are both limled in the short term.. .maybe 30 cents and 15 respectively. But the 7/10 could still do 
anything right now. 

Take some time to rest your brain... I have been through this before and can tell you that you will only hurt yourself by 
thinking about it too much without decent rest. The answer should be simple to us by Sunday I think, 

I wonder on the power side if hai thinks heat rate guys might come sell heat rates soon in cal 7 or 8. 

What I do know is gas cannot do this on its own for long. If it becomes producer panic. ,.I think it leaks to the rest of 
energy loo. 

My gut really tells me we just capitulated.. .but that is only as long as another big deal comes through. So the key is trying 
to find out if another big one is coming down the pipe before some rfp's. All we can do in the short term is pick at scabs in 
the market and stay ahead of John. 

Just promise me if things go bad I can at least be your bently driver...my kids will need to eat. 


: = Redacted by the Permanent 

I Subcommittee on Investigations 


vSent from my BlackBerry Wireless Handheld 


Original Message^--^^ 

From: Brian Hunt^(m|r@amaranihl]c.com> 

To: Shane Lee •^^■@amaranthllc.com> 

Sent: Fri May 262So:31 2006 
Subject; 

Getting nervous again - if fronts are down Monday think we bid h/j and we are ok? 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0288955 
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From: Damir Durkovic jB||||||[|||p@amarantM!c 
Sent: Tuesday, May 30, 2006 3:28 PM 
To: Jim Glynn; David Chasman; Jeff Baird; Brian Hunter 
Cc: Michael Malach 
Subject: Better late than never 

JP Morgan just came back with the information we asked them to provide this morning, it took some manual 
work but here are the findings. Using yesterday's positions we asked them to convert ail ICE Nat Gas positions 
into Nymex contracts and tei! us what difference in initial margin was: 

Before conversion: 

NYMEX initial margin 422mil 
ICE initial margin 570 mill 

Total: 992 mil 


After conversion: 

NYMEX initial margin 397mil 

ICE initial margin 1 20 mil (pertains to Power contracts) 
Total: 5l7mH 

Please call me with any questions. 


= Redacted by the Permanent 

Subcomjnittee_onjnve5ti^atio^ 


Damir Durkovic 
Director of Operations 

/(^/Amaranth Group Inc. 

One American Lane 
Greenwich CT 06831 
T 203 11^ 

F203tfBM 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0154959 
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From: Shane Lee ^^J@amaraiithlic.com] 
Sent: Thursday, June 01, 2006 5:21 PM 
To: Brian Hunter 
Subject: Re: 



I am telling you ql is last year’s f/v. Eveyone too scared to short the front of the market. 

Actually had a consty guy call me ail panicked asking what I thought would happen to ql if a cane hit 


Sent from my BlackBerry Wireless Handheld 


Original Message 

From: Brian Hunter <IHM^@amaranth]lc.com> 

To; Shane Lee <^^@amaranihllc.com> 

Sent: Thu Jun Oi 17:19:04 2006 
Subject: Re: 

People are whining about ql? You should tell them airnold loves it. 


Sent from my BlackBerry Wireless Handheld 


Original Message 

From: Shane F^ee <^®@amaranthllc.com> 

To: Brian Hunter <MHBI^amaranlhllc.com> 

Sent: Thu Jun 01 17:17:17 2006 
Subject: Re: 

Trade got devasted today.. .hearing lots of whining about Ql. 

Am getting more and more convinced this market is short f/v and h/j as an adversion to front positions this year.... 
Meeting with coUn powel) to get the inside on that encana storage and carlyle group .stuff right now 


Sent from my BlackBerry Wireless Handheld 


Original Message 

From; Brian Hunter ^^■■A:@ainaranthIlc.com> 
To; Shane Lee <S||^@amaranih]!c.coiTi> 

Sent; Thu Jun 01 12:19:23 2006 
Subject; Re: 

Calling some big guys direct, 


Sent from my BlackBerry Wireless Handheld 


Original Message 

From: Shane I^e <shlee@amaranthl]c,com> 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0155515 
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To: Brian Hunter 4HBHIi^@amaranthilc.com> 

Sent; ThuJunOl 12:16:30 2006 

Subject: 


= Redacted by the Permanent 
Subcommittee on Investigations 


Are we gonna release a news wire today looldng for investOTS or you think we got them in hand already? 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0155516 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants; 

“Brian Hunter,” Amaranth head energy trader 
“Shane Lee,” Amaranth energy trader 

Thursday, June 8, 2006, 12:31:36 PM EDT 

Shane Lee: supposedly a lot of the v/f [October/January spread] was Shaw selling size 
x/f [November/January spread] 

Brian Hunter: v/x the one moving 

Shane Lee: the v/x all on ICE 

Shane Lee: otherwise i can’t get any info anywhere 

Brian Hunter: everyone trying to get out of v/f 

Shane Lee: people are tired of it 

Shane Lee: sick of it in their face 5 cents every morning 

Shane Lee: as am i lol [laughing out loud] 

Brian Hunter: hahahaha 


Shane Lee: i don’t think I have seen a market this irrational in my career 
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From: vkindovvsadmin@amaranthUc.com 

Serrt Sunday, January OS, 2006 11:32 AM 

To' amaranth.dom^amaranth.di^t^safe.net 

Subject: SUBJECT: CONVERSATION PARTICIPANTS = "HUNTERAMARANTH"; "TRADERJROC” 


IM Network: .^CL IM 
IM Users: 

participant="hL:ntera7iarar.th" 
participant”" trade rj roc" 

IM Cisioq: 

Thursday, June 03, 2006 12:31:38 EM EOT Brian Hunter started conversation. 

Thursday, June C8, 2006 12:31:36 EM EDT Shane Lee has entered Che conversation. 

Thursday, June 03, 2006 12:31:36 PM EDT Brian Hunter: IK Administrator: NOTE: This se.ssion 

is recorded and the recording is the sole property of Amaranth. 

Thursday, June 08. 2006 12:31:36 ?M EDT Shane Lee: IM Administrator: NOTE: This session is 
recorded and the recording is the sole property of Amaranth. 

Thursday, June 09, 2006 12:31:36 EM EDT Shane Lee: IM .Administracor: NOTE; This session is 
recorded and the recording is the sole property of Amaranth, 

Thursday, June 08, 2006 12:31:36 EM EDT Shane Lee: supposedly a lot of the v/f move was 
Shaw selling size x/f Thursday, June 08, 2006 12:31:36 PM EDT Shane Lee: supposedly a lot 
of the v/f move was Shaw selling size x/f Thursday, June 03, 2006 12:31:50 FM EDT Brian 
Hunter: v/x is the one moving Thursday, June 00, 2006 12:31:50 PM EDT Brian Hunter: v/x is 
the one moving Thursday, June 08, 2006 12:31:58 PM EDT Brian Hunter: they stopping out? 
Thursday, June 03, 2006 12:31:58 EM EDT Brian Hunter: they stopping out? 

Thur.sday, June 09, 2006 12:32:01 PM EDT Shane Lee: i dunno Thursday, June 08, 2006 

12:32:01 EM EDT Shane Lee: i dunno Thursday, June 08, 2006 12:32:07 PM EDT Shane Lee: the 
v/x all ICE Thursday, June 00, 2C06 12:32:07 EM EDT Shane Lee: the v/x all ICE Thursday, 
June 06, 2006 12:32:12 ?M EDT Shane Lee: dont know who Thursday, June 08, 2006 12;32!l2 EM 
EDT Shane Lee: dor.t know who Thursday, June 08, 2006 12:32:34 PM EDT Shane Lee: otherwise 
i cant get ANY info anywhere Thursday, June 08, 2006 12:32:34 EM EDT Shane Lee: otherwise 
i cant get ANY info anywhere Thursday, June 08, 2006 12:32:41 EM EDT Shane Lee: earily 
quiet Thursday, June 08, 2006 12:32:41 EM EDT Shane Lee: earily quiet Thursday, ilune 08, 
2006 12:35:05 PM EDT Shane Lee: i think the v/x is a lot of peole just rolling some shorts 
Thursday, June 08, 2006 12:35:05 PM EDT Shane Lee: j think the v/x is a lot of peole just 
rolling some shorts Thursday, June 08, 2006 12:35:19 EM EDT Shane Lee: chatter is cash is 
very close to coal Thursday, June 08, 2006 12:35:19 FM EDT Shane Lee: chatter is cash is 

very close to coal Thursday, June 08, 2006 12:35:29 PM EDT S.hane Lee: TCO was 5.9 so i 

think still SO cents away Thursday, June 08, 2006 12:35:29 PM ECT Shane Lee: TCO was 5.9 
.so i think still 80 cents away Thursday, June 09, 2006 12:36:06 PM EDT Brian Hunter: 
everyone trying to get out of v/f Thursday, June 08, 2006 12:36:06 PM EDT Brian Hunter: 
everyone trying to get out of v/f Thursday. June OS, 2006 12:36:15 PM EDT Shane Lee: 
people are tired of it Thursday, June 08, 2006 12:36:15 EM EDT Shar.e Lee: people are tired 
of it Thursday, June 08, 2006 12:36:29 ?M EDT Shane Lee: sick of it in their face 5 cents 
every morning Thursday, June 08, 2006 12:36:29 PM EDT Shane Lee: sick of it in their face 
5 cents every morning Thursday, June 09, 2006 12:36:34 PM EDT Shane Lee: as a.Ti i iol 
Thursday, June 08, 2006 12:36:34 PM EDT Shane Lee: as am i iol Thursday, June 08, 2006 
12:36:43 EM EDT Brian Hunter: hahahaha Thursday, June 08, 2006 12:36:43 PM EDT Brian 
Hunter: hahahaha Thursday, June 08, 2006 12:37:02 PM EDT Shane lee: i dont think i have 
seen a market this irrational in my career Thursday, June 08, 2006 12:37:02 PM EDT Shane 
Lee: i dont think i have seer, a market this irrational in my career 


1 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0620513 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Brian Hunter,” Amaranth head energy trader 
I” Unidentified trader 


= Redacted by the Permanent 
Subcommittee on Investigations 


Thursday, June 8, 2006, 4:47:39 PM EOT 


Brian Hunter: market has beaten me up and now I just stay way 


: i dont think ill ever recover from the beating i took from you 


Brian Hunter: I’m really sorry about that 

Brian Hunter: I have no idea what happened to NG [natural gas futures] 
Brian Hunter: call me on my cell in 20 
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■ “ Redacted by the Petmanent 

Subcomtnitte e on tnvestipatinne 


From: windQwsadmin@ammnthHc.com 

Sent Sunday, Janiiary OS, 2006 3:47 PM 

To: amaranth.dom@ainaran^.digitatsafe.net 

Subject: SUBJECT: CONVERSATION PARTICIPANTS * BHUNTER@AMARANTHLLC,COM; 

"MWDGUPTAA” 


IM Network: AOL I.M 
IM Users: 


r. "himteramarant])’' 


Thursday, June 08, 2006 4:47:20 EDT Briar. Hunter started conversation. 

Thursday, June 06, 2006 4 :47:28 R4 EDT has entered the conversation. 

Thursday, June 08, 2006 4 :47:28 EM EDT I have no idea Thursday, June 09, 

2(jOG <:47:3S ?M EDT Brian Hunter: market has beat en roe up and now I just stay way 
Thursday, June 08, 2006 4:40:04 EM EDT i dont think iLi ever recover from the 

beating i took from you Thursday, June 48 : 22 EM ED? Brian Hunter: I’m really 

sorry abut that Thursday, June 08, 2006 4:48:29 EM EDT Brian Hunter: 1 have no idea what 
happened to NG Thursday. June G9, 2006 4:48:47 EM EDT Br ian Hunter: c all me on my cell in 
20 Thursday, June 08, 2006 4:46:55 PM EDT Brian Hunter: ^|||||||||■|||■||■■tor email me your 
number Thursday, June 08, 2006 4 :49:02 PM EDTBrianHunt^^^^^B^^^^o airport - I'll call 
you Thursday, June 08, 2 006 4:49:19 EM EDT call you in 20 Thursday, June 

C3, 2.006 4:49:26 PM EDT ^IHIIIIIIIIIIIIIIIr have u p^gge^into nty cell 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0620572 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants; 

“Brian Hunter,” Amaranth head energy trader 
“Shane Lee,” Amaranth energy trader 

Monday, June 12, 2006, 12:20:30 PM EOT 

Shane Lee: 1 know exactly what market is thinking right now. Well if they are bullish we 
will just smash v/f [October/January spread] and if it is bearish we just just smash f/v 
[January/October spread] 

Shane Lee: lol [laughing out loud] 

Brian Hunter: hahahahahaha 
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■ bv the Permanent 

Subcommiite p nn lnvestigations_ 


From; vvindowsadmin@ernarantM>c.com 

Sent Thursday, January 12. 2006 11:10 AM 

To: amaranth.dom@amaranth.digi1alsafe.n8t 

Subject: SUBJECT: CONVERSATION PARTICIP/WTS = BHUNTER@AMARANTHLLC.COM: 

SHLEE@AMARANTHLLC,COM 


X-ZA-N’TA?,-MESSAGE-m7E: /32/2006 16:10:08; /12y2006 18:10:09; /12/2006 16:10:26; /12/2006 
16:10:33; /12/'2Ci06 16:10:41; /12/20G6 16:10:42; /12/2006 16:11:08; /12/2C06 16:11:17; 
/12/2006 16:13:20; /12/2006 16:11:19; /12/2006 16:31:23; /12/2006 16:11:46; ,/12/2006 
16:11:53; /12/2006 16:12:16; /12/2006 16:12:18; /12/2006 16:12:19; /i2/2006 16:12:27; 
/12/20D6 16:12:28; /12/2006 16:12:31; /12/2C06 16:12:38; /12/2006 16:12:39; /12/2006 
16:12:45; /12/20C6 16:12:47; /12/20C6 16:13:24; /12/2006 16:13:23; /12/2006 16:13:31; 
/12/2006 16:13:35; /12/2006 16:13:34; /12/20C6 16:14:33; /12/2C06 16:14:40; /12/2006 
■6:15:28; /:2/2006 16:15:48; /12/2006 16:15:49; /12/200S 16:17:30; /12/20a6 16:18:57; 
./12/2006 16:20:33; /12/2006 16:20:32; /12/2906 16:20:33; /12/20C6 16:20:39; /12/2D06 
16:20:48; /12/'2006 16:21:04; /12/2006 16:21:05; /12/2006 16:21:07; /12/2006 16;21:06; 
/12/2006 16:21:09; /12/2006 15:21:13; /12/2006 16:21:14; /12/2005 16:21:27; /12/2C36 
16:21:38; /12/2006 16:21:39; /12/20C6 16:21:5' 

1; /12/2006 16:21:52; /12/200S 16:21:55; /12/'2006 16:21:56; /12/20O6 16:22:09; /12/20C6 
16:22:47; /12/2CP6 16:24:42; /12/2006 16:25:56; /12/2006 16:26:02; /12/2006 16:29:38; 
/12/2006 16:30:24; /12/2D06 16:30:45; /12/2006 16:30:44; /12/2006 16:30:54; /12/2006 
16:30:55; /12/2006 16:31:03; /12/2006 16:31:07; /12/20C6 16:31:08; /12/20C6 16:31:47; 
/12/2006 16:31:46; /12/2C06 16:31:53; /12/2006 16:31:57; /i2/2006 16:31:58; /12/2CC6 
16:32:00; /12/20C6 16:32:03; /12/2006 16:32:04; /12/2006 16:32:23; /12/2G06 16:32:39; 
/12/2006 16:33:45; /:2/2006 16:33:44; /12/2006 16:33:53; /12/2006 16:33:58; /12/2006 
16:33:59; /12/2006 16:34:05; /12/2006 16:34:06; /12/2006 16:34:12; /12/20Ci6 16:54:17, ■ 
/12/2006 16:34:33; /12/2006 16:34:32; /12/2006 16:34:56; /12/2006 16:39:42 
X-2ANrAZ-?AJ?TICIPANT-lKt4AMES: traderjroc; huDteranaranth 
X-ZANTAZ-PZCIPIENT-KAKE: Shane Lee; Brian Hunter 
X-ZANTAZ-P.ARTICIPANT-IKHAMBS: hunterawaranth; traderjroc 
X-ZANTAZ-SENDER-N-A*^; Brian Hunter; Shane Lee 

X-2ANTAZ-GUID: AF965C12-FBE9-4821-9CB2-FF3432A158FE22431 627651073296 
X-ZANTAZ-URL: notused 

X-OriginalArrivaiTime: 12 Jur. 2006 16:41:07.0695 (UTC) FILETIME- (00F79FF0: 01C68E3F1 


IM Network: AOL IM 


IM Users; 

participant' 

participai^t' 

IM Dialog: 


P amaranthllc.co: 
.aranthllc.com ' 


: "hunterair.aranth” 
'traderjroc* 


Monday, June 32, 2006 12:10:00 PM EDT Brian Hunter started conversation. 

Monday, June 32, 2006 32:30:00 ?M EDT Shane I,ee has entered the conversation. 

Monday, June 1.2, 2006 12:30:06 PM EDT Brian Hunter: taele the 69 Monday, June 32, 2006 

12:30:09 PM EDT Brian Hunter: taek the 69 Monday, June 12, 2006 32:10:26 PM EDT Shane Lee: 

got it Monday, June 12, 2006 12:30:26 F74 EDT Shane Lee: got it Monday, June 12, 2006 
12:10:33 PM EDT Shane Lee: 3.75/day now Monday, June 12, 2006 12:10:33 FM EDT Shane Lee: 
3.75/day now Monday, June 32, 2006 12:10:41 ?M EDT Shane I,ee: follow at 70 Monday, June 
12, 2006 12:10:42 PM EDT Shane Lee: follow at 70 Monday, June 12, 2006 12:11:00 PM EDT 
Brian Hunter: taek that too Monday, June 12, 2006 12:11:09 PM EDT Brian Hunter: taek that 
too Monday, June 12, 2006 12:11:17 PM ED? Shane Lee: got it Monday, June 12, 2006 12:11:17 
PM EDT Shane Lee: got it Monday. JuTie 12, 2006 12:11:20 fW EDT Shane Lee: was 1/day 
Monday, June 12, 20C6 12:11:19 EDT Shane Lee: was 1/day Monday, June 12, 2006 12:11:23 
PM EDT Brian Hunter: ok Monday, June 12, 2006 12:11:23 ?M EDT Brian Hunter: ok Monday, 

June 12, 2006 12:11:48 PM EDT Shan© Lee: been dinging 3.02's is on auto offer right now 
Monday, June 12, 2006 12:11:43 PM EDT Shan© Lee: been dinging 3.02's is on auto offer 
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right now Monday, June 12, 2006 12:11:53 PM EDT Brian Hunters ok Monday, June 12, 2006 
12:11:53 PM EDT Brian Hunters ok Monday, June 12, 2006 12:12:16 EM EDT Brian Hunter: auto 
offer Monday, June 12, 2006 12:12:16 PM EDT Brian Hunter: auto offer Monday, June 12, 2006 
12:12:13 FM EDT Brian Hunter: freaking ICS Monday, June 12, 2006 12:12:19 PM EDT Bruan 
Hunter: freaking ICE Monday, June 12, 2006 12:12:27 EM EDT Brian Hunter: locals sneli 
blood on the upside I tihnk Monday, June 12, 2006 12:12:28 EM EDT Brian Hunter: locals 
smell blood on the upside I tihnk Monday, June 12, 2006 12:12:31 ?M EDT Shane Lee: yes 
Monday, June 12, 2006 12:12:31 PM EDT Shane Lee: yes Monday, June 12, 2006 12:12:38 PM EDT 

Shane Lee: 1 an worried it gets taken out of n/v Monday, Jane 12, 2006 12:12:39 PM EDT 

Shane Lee: i aiu worried it aets taken out of n/v Monday, June 12, 2006 12:12:45 PM EDT 

Shane Lee: ctr.ells like it Monday, June 12, 2006 12:12:45 PM EDT Shane Lee: smells like it 

Monday, June 12, 2006 12:12:47 EW EDT Brian Hunter; only a little will Monday, June 12, 
2006 12:12:47 PM EDT Brian Hunter; only a little will Monday, June 12, 2006 12:13:24 PM 
EDT Shane Lee: 1.87 h/j Monday, June 12, 2006 12:13:23 PM EDT Shane Lee: 1.87 h/j Monday, 
June 12, 2CQ6 12:13:31 PM EDT Shane Lee: been really low volume on h/j lately Monday, June 
12, 2006 12:13:31 PM EDT Shane Lee; been really low volumo on h/j lately Monday, June 12, 
2006 12:13:35 ?M EDT Shane Lee: just a balancer Monday, June 12, 2006 12:13:34 ?M EDT 
Shane Lee: just a balancer Monday, June 12, 2006 12:14:33 E>M EDT Brian Hunter: it may be 
MS on the way up too Monday, June 12, 2006 12:14:33 EM EDT Brian Hunter: it may be MS on 
the way up too Monday, Juno 12, 2006 12:14:40 EM EDT Shane Lee: yeah Monday, June 12, 2006 
12:14:40 PH EDT Shane Lee; yeah Monday, June 12. 2006 12:15:28 PA EDT Shane Leo; brad 
wants to buy 50 july you want tc sell? 

Monday, June 12, 2006 12:15:28 PM EDT Shane Lee: brad wants to buy 60 july you want to 
sell? 

Monday, June 12, 2006 12:15:48 PM EDT Brian Hunter: y Monday, June 12, 2006 12:15:49 PM 
EDT Brian Hunter: y Monday, June 12, 2006 12:17:30 PM EDT Shane lee: n/v l.Cl Monday, June 
12, 2006 12:17:30 PM EDT Shane Lae: a/v l.Ol Monday, June 12, 2006 12:18:57 PM EDT Brian 
Hunter: can't wait for scrapes today Monday, June 12, 2006 12:19:57 PM EDT Brian Hunter: 
can’t wait for scrapes today t-tonday, June 12, 2006 12:20:30 PM EDT Shane Lee: i know 
exactly what market is thinking right now. vfell if they are bullish we will just smash 
v/f, and if it is bearish we just just smash f/v Monday, June 12, 2006 12:20:30 PM ECT 
Shane Lee; i know exactly what market is thinking right now. well if they are bullish we 
will just s.tiash v/f. and if it is bearish we just just smash f/v Monday, June 12, 2006 
12:20:32 ?M EOT Shane Lee: lol Monday, June 12, 2006 12:20:33 PM ED? Shane Lee: lol 
Monday, June 12, 2006 12:20:38 PM EDT Brian Hunter: hahahahahaha Monday, June 12, 2006 
12:20:38 PM EDT B rian Hunter: hahahahahaha Monday, June 12, 2006 12:20:43 PM EDT Brian 
Hunter: looking Monday, June 12, 2006 12:20:48 PM ED? Brian Hunter: 

90 bid looking Monday, June 12, 2006 12:21:04 PM EDT Shane Lee; yeah the 
over man Monday, June 12, 2006 12:21:05 PM EDT Shane Lee: yeah the backs are 

over man Monday, June 12, 2006 12:21:07 ?M EDT Shane Lee: now 

Monday, June 12, 2006 12;21:06 PM EDT Shane Lee: now..... 

Monday, June 12, 2006 12:21:09 PM EDT Shane Lee: phase 2 Monday, June 12, 2006 12:21:09 JM 

EDT Shane Lee: phase 2 Monday, June 12, 2006 12:21:13 PK EDT Shane Lee: will take some 
time Monday, June 12, 2006 12:21:14 FM EDT Shane Lee: will take some time Monday, June 12, 

2006 12:21:27 PM EDT Shane Lee: they have to give up on h/j and n/v first Monday, June 12, 

2006 12:21:27 pM EDT Shane Lee: they have to give up on h/j and n/v first Monday, June 12, 

2006 12:21:38 PM EDT Shane Lee: they have too much room on each side right now to manage 

PsL Monday, June 12, 2006 12:21:38 FM EDT Shane Lee: they have too much room on each side 
right now to manage PiL Monday, June 12, 2006 12:21:39 PM EDT Brian Hunter: yeah Monday, 
June 12, 2006 12:21:39 PM EDT Brian Hunter: yeah Monday, June 12, 2006 12:21:51 EDT 
Brian Hunter: can you lift callO Monday, June 12, 2006 12:21:52 IM EDT Brian Hunter: can 
you lift callO Monday, June 12, 2006 12:21:55 PK EDT Brian Hunter: 95 on box Monday, June 
12, 2006 12:21:56 EM EDT Brian Hunter: 95 on box Monday, June 12, 2006 12:22:08 PM EDT 

Shane Lee: got it Monday, Jure 12, 2006 12:22:08 PM EDT Shane Lee: got it Monday, June 12, 

2006 12:22:47 PM EDT Shane Lee: f’ing auto offer on this v/f Monday, June 12, 2006 
12:22:47 PM EDT Shane Lee: f'ing auto offer on this v/f Monday, June 12, 2006 12:24:42 PM 
EDT Shane Lee: so 4.75 cal 8 0.5 cal 10 and 201 v/f totday so far Monday, June 12, 2006 
12:24:42 PM EDT Shane Lee: sc 4.75 cal 6 0.5 cal 10 and 201 v/f totday so far Monday, June 
12, 2006 12:25:56 PM EDT Shane Lee: .man volume soco low everywhere today Monday, June 12, 
2006 12:25:56 PM EDT Shane Lee: man volume sooo low everywhere today Monday, June 12, 2006 
12:26:02 fW EDT Shane Lee: CL too Monday, June 12, 2006 12:26:02 PM EDI Shane Lee: CL too 
Monday, June 12, 2006 12:29:36 PM EDT Brian Hunter: some very hot weather on the horizon 

Monday, June 12, 2006 12:30:24 PM EDT Brian Hunter: some very hot weather on the horizon 

Monday, June 12, 2006 12:30:45 F14 EDT Shane Lee: hope this cane knocks out a couple riucs 

Monday, June 12, 2006 12:30:44 PM EDT Shane Lee: hope this cane knocks out a couple nucs 
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Monday, June 12, 2006 32:30:54 ?M EDT Brian Hunter: some very hot ■weather on the horizon 

Monday, June 12, 20C6 12:30:55 34 EDT Brian Hunter: some very hot weather on the horizon 

Monday, June 12, 2006 12:31:03 PM EDT Brian Hunter: noon run even hotter NE Monday, June 

12, 2006 12:31:03 PM EDT Brian Hunter; noon run even hotter NE Monday, June 12, 2006 

12:31:07 EM EDT Shane Lee: as^l^^^said top 1% demand scenario Monday, June 12, 2006 

12:31:08 ?M EDT Shane Lee: as^^^^l^said too 1% demand scenario Monday, June 12, 2006 

12:31:47 PM EDT Shane Lee: cal 10 trading 95' Monday, June 12, 2006 12:31:46 ?M EDT Shane 
Lee; cai 10 trading S5 Monday, June 12, 2006 12:31:53 ?M EDT Brian Kur.ter: really Monday, 

June 12, 2006 12:31:53 PM ED? Brian Hunter: really Monday, June 12, 2006 12:31:57 PM EDT 

Shane Lee: 7500 reotfered Monday, June 12, 2006 12:31:58 PM EDT Shane Lee: 7500 reoffered 
Monday, June 12, 2C06 12:32:00 Pt4 EDT Brian Hunter: bid hit or offer lifted Monday, June 
12, 2006 12:32:00 PM EDT Brian Hunter: bid hit or offer lifted Monday, June 12, 2006 
12:32:03 PM EDT Shane Lee: lift Monday, June 12. 2006 12:32:04 E^< EDT Shane lee: lift 
Monday, June 12, 2006 22:32:23 PM EDT Shane Lee: 8 offered 70 for 1/4 aaai Monday, June 

12, 2006 12:32:23 PM EDT Shane Lee: 8 offered 70 for 1/4 agai Monday, June 12, 2006 

12:32:39 PM EDT Brian Hunter: fronts lower Monday, June 12. 2006 12:32:39 PM EDT Brian 
Hunter: fronts lower Monday, June 12, 2006 12:33:45 R4 EDT Shane Lee: got lifted on 8 
Monday, June 12, 20G6 12:33:44 PM EDT Shane Lee: got lifted on 8 Monday, June 12, 2006 

12:33:53 PM EDT Shane Lee: 7/3 trades 28 Monday, June 12, 2006 12:33:53 PM EDT Shane Lee: 

7/8 trades 28 Monday, June 12, 2006 12:33:56 ?M EDT Brian Hunter: wow Monday, June 12, 

2C06 12:33:59 PM EDT Brian Hunter; -wow Monday, June 12, 2006 12:34:05 PM EDT Brian Hunter: 
jvS is 78/00 Monday, June 12, 2006 12:34:06 EDT Brian Hunter: jv8 is 78/90 Monday, June 
12, 2006 12:34:12 PM EDT Brian Hunter: bought 53's on close friday there Monday, June 12, 
2006 12:34:12 PM EDT Brian Hunter: bought 53's on close friday there Monday, June 12, 2006 
12:34:17 PM EDT Brian Hunter: opsria Monday, Jane 12, 2006 12:34:27 PM EDT Brian Hunter: 
opsria Monday, June 12, 2006 12:34:33 PM EDT Shane Lea: nicey Monday, June 12, 2006 
12:34:32 PM EDT Shan© Lee: nicey Monday, June 12, 2006 12:34:56 PM EDT Shane Lee; u/v .40 
Monday, June 12, 2 006 12:3 4:56 PM EDT Shane Lee: u/v .40 Mondav, June 12, 2006 12:39:42 ?M 
EDT Brian Hunter ; calS 26.5830 Monday, June 12, 20C6 12:39:42 PM EDT Brian 

Hunter: 
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From: Shane Lee amaranthllc.com] 

Sent: Tuesday, June 13, 2006 10:25 PM 
To: Brian Hunter 
Subject: Re: 

Great nice to know we bought it all. Sheesh 


Sent from my BlackBerry Wireless Handheld 


= Redacted by the Permanent 
Subcommittee on Investigation^ 


Original Message— - 

From; Brian Hunter <JKJlll@amaranthllc.com> 
To: Shane Lee <^Hg§>amaranthlk.com> 

Sent: Tue Jun 13 22:23:47 2006 
Subject; Re: 

Yesterday 


Sent from my BlackBenry Wireless Handheld 


Original Message 

From: Shane Lee 4®lB@amaranthnc.com> 
To; Brian Hunter <4MV^@amaranthl1c.com> 
Sent: Tue Jun 13 21:40:1 1 2006 
Subject: Re; 

This was yesterday or over a while? 

Didn’t feel like that much..,. 


Sent from my BlackBenry Wireless Handheld 


Original Message 

From: Brian Hunter <bhunter@amafanchllc.com> 

To: John Bailey •^■■®'@amaranthnc.com>; Brad Basarowich 4IBMB®@amaranthlIc.com>; ENERGY TRADING 
^■■■■■■■iHii@ainaranthllc.coni>; Robert Jonesfl^^@ainaranthllc.com> 

CC: Jaime Gualy 4|pHpii'amaranthllc.com> 

Sent: Tue Jun 13 21:28:44 2006 
Subject: Re; 

I lied. They hedged 20kbpd and 120miTi/d of Ng that's much higher. 

Sent from my BlackBerry Wireles.s Handheld 


Original Message 

From: John Bailey ^■■|'@amaranih]]c.com> 

To: Brian Hunter <^|BH>@amaranthnc.com>; Brad Basarowich ‘iMBMI@amaranthl]c,com>; ENERGY TRADING 
l@amaranthIlc.com>; Robert Jones <||H®@amaraLnthllc.com> 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants; 

“Brian Hunter,” Amaranth head energy trader 
“Shane Lee,” Amaranth energy trader 

Thursday, June 15, 2006, 1:09:00 PM EDT 

Shane Lee: had 2 guys tell me today that this is the stupidest move the [they] have ever 
seen 

Shane Lee: guys doing well dont say that 

Brian Hunter: yeah 

Brian Hunter: sounds like pain 

Brian Hunter: the winter hatred is stunning 

Shane Lee: they still protecting with v/f [October/ January spread] a little, but it is light 
considering the move 
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From: wind0wsadmia@amar3nihlic.com 

Sent Sunday, January 15. 2006 11.45 AM 

To; amaranth.dom@amaranth.cS^lsafe.net 

Subject: SUBJECT: CONVERSATION PARTICIPANTS = BHUNTER@AMARANTHLLC.COM; 

SHLEE@AMARANTHLLC.COM 


X-ZANTAZ-MESSAGE-DATE: /15/2006 16:45:25; /15/20Q6 16:50:24; /15/2006 16:60:30; /15/2; 
16:50:62; /1S/2C06 16:50:53; /15/2006 16:51:12; /15/20O6 16:51:16; /15/20D6 16:51:41; 
/15/2006 :6:52:]i; /15/2006 16:52:18; /15/2006 16:52:27; /15/20G6 16:52:37; 715/2006 
16:52:53; 7:5/2006 16:52:56; 715/2006 16:53:20; /15720C6 16:53:47; 715/2006 16:53:48; 
/15/2G06 16:53:50; 715/2006 16:54:03; /15/2006 16:54:02; 715/2006 16:54:06; /15/2C0S 
16:54:18; 715/2006 16:54:49; 715/2006 16:54:57; /15/2006 16:55:00; 715/2006 16:55:03; 
715/2006 16:55:03; /25/2006 16:55:13; 715/2006 16:55:25; 715/2006 16:55:33; 715/2006 
16:55:50; 715/2006 16:55:59; 71572006 16:55:58; 715/2006 16:56:00; 715/2006 16:56:03; 
/1S72006 16:56:07; /15/2006 16:56:09; 715/2006 16:56:11; 715/2006 i6;57;C2; /15/2006 
16:37:35; /15/2006 16:57:40; /15/2006 16:57:45; /15/2006 16:57:46; /15/20D6 16:57:52; 
/15/2006 16:53:02; /15/2006 16:58:15; /1572006 16:59:20; /15/2006 17:02:13; 715/2006 
17:02:39; /15/2Ca6 17:02:49; /15/2006 17:02:5! 


!06 


1; /13/2006 17:02:53; /15/2006 17:03:02; /1S/2C06 17 : 03 : 11 ; 715/2006 17:03:28; /15/2C06 
17:03:33; /15/2006 17:04:00; /15/2006 17:04:08; /15/2006 17:04:18; /T5/2C06 17:04:20; 
/15/2C06 17:05:05; /15/2006 17:05:33; /15/2006 17:09:00; /15/2006 17:CS;11; /15/2C06 
:7;03:13; /15/20C16 17:09:16; /a5/2006 17:09:17; /15/2006 17:09:34; /15720C6 17:09:53 


X'ZANTAZ-PAATICIPAKr-LMK.AMES: hunteraEiaranth; traderjroc 
X-ZANTAZ-'RECIPIENT-NAME: Brian Hunter; Shane Lee 
X-ZANTAZ-P.APTICIPANT-IMHAMES: traderjroc; huntsrasiaranth 
X-ZAN'rAZ-SENDER-NA^: Shane Lee; Brian Hunter 

X-ZAJJTAZ-GUID: 326C1E2C-SAC1-4172-A8BB-45EEFE3343B723159282472324750 


X-ZANTA2-URL: notused 


X-OrlginaLArrivalTimo: 15 Oun 2006 17:10:38.0708 (UTC) FILETi;/E“ i 9rD0034a : C1C6909E) 


IH Network: AOL IM 
IM Users: 

par vlcipant ^^^^ ^eamarantblic. goal "hunteramaranth" 
participant^^l^Peamaranthllc.con "traderjroc" 

IM Dialog : 

Thursday, June 15, 2006 12:45:25 ?M EDT Shane Lee stai'ted conversation. 

Thursday, June 15, 2006 12:45:25 ?M EDT Brian Hunter has entered the conversation. 

Thursday, June 15, 2006 12:45:25 PM EDT Shane Lee: done cioaa to 4000 f/h so far Thursday, 

June 15. 2006 12:45:25 PM EDT Shane Lee: done close to 4000 f/h so far Thursday, June 15, 
2006 12:50:24 PM EDT Brian Hunter: cool Thursday, June 15, 2006 12:50:24 PM EDT Brian 
Hunter: cool Thursday, June 15, 2006 12:50:30 PM EDT Brian Hunter: still v/f buyer 
temorrow? 

Thursday, June 15, 2006 12:50:30 PM EDT Brian Hunter: still v/f buyer tomorrow? 

Thursday, June 15, 2006 12:50:52 PM EDT Shane Lee: yeah Thursday, June 15, 2006 12:50:53 

PM EDT Shane Lee: yeah Thursday, June 15, 2006 12:51:12 EM EDT Shane Lee: either that or 
x/f Thursday, June 15, 2006 12:51:12 FM EOT Shane Lee: either Chat or x/f Thursday, June 
15, 2006 12:51:16 PM EDT Shane Lee; cant remember which one Thursday, June 15, 2006 
12:51:16 PM EDT Shane Lee: cant remember which one Thursday, June 15, 2006 12:51:41 PM EDT 
Shane Lee: dont fall in love with that book man those volumes are small and you never know 
if they will ever cone in Thursday, June 15, 2006 12:51:41 P.M EDT Shane Lee: dont fall in 
love with that book man those volumes are small and you never know if they will ever come 
in Thursday, June 15, 2006 12:52:11 PM EDT Brian Hunter: yeah Thursday, June 15, 2006 
12:52:11 PM EDT Brian Hunter: yeah Thursday, June 15, 20C6 12:52:18 PM EDT Brian Hunter: 
v/f doing great today Thursday, June 15, 2008 12:52:18 PM EDT Brian Hunter: v/f doing 
great today Thursday, June 16, 2006 12:52:27 ?M EDT Shane Lee; yep u were right Thursday, 
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June 15, 2006 12!52:21 PM EDT Shane Lee: yep u vfere right Thursday, June 15, 2006 12:52:37 
PM EDT Shane Lee: h/i explosion too market very very very upset today Thursday, June 15, 
2006 12:52:37 PM EBT Shane Lee: h/j explosion too market very very very upset today 
Thursday, June 15, 2006 12:52:53 IW EDT Brian Hunter: you think people are hurting? 

Thursday, June 15, 2C06 12:52:53 EW EDT Brian Hunter; you think people are hurting? 

Thursday, June 15, 2D06 12:52:56 PM EDT Shane Lee: yes Thursday, June 15, 2006 32:52:56 

EDT Shane Lee: yes Thursday, June 15, 2006 12:63:20 5M EDT Shane Lee; backs are up enough 

so maybe not toe too bad, but they hurting really bad ql Thursday, June 15, 2006 12:53:20 
?M EDT Shane Lee: backs are up enough so maybe not too too bad, but they hurting really 
bad ql Thursday, June 15, 2006 12:53:47 FM EDT Shane Lee: think about how boone's last 2 
days are going Thursday, June 15, 2006 12:53:48 FM EDT Shane Lee; think about how bcone's 
last 2 days are going Thursday, June IS, 2006 12:53:50 ?M EDT Shane Lee: 250 mill 
Thursday, June 15, 2006 12:53:50 EM EDT Shane Lee: 250 mill Thursday, June 15, 2006 
12:54:03 EM EDT Brian Hunter: good point Thursday, June 15, 2006 12:54:03 PM EDT Briar, 
Hunter: good point Thursday, June 15, 2006 12:54:02 EM ECT Brian Hunter: yeah Thursday, 
June 15, 2006’ 12:54:02 PM EDT Brian Hunter: yeah Thursday, June 15, 2006 12:54:06 PM EDT 
Briar. Hunter: and Arnold Thursday, June 15, 2006 12:54:06 R4 EDT Brian Hunter: and Arnold 
Thursday, June 15, 2CC6 12:54:13 EM EDT Shane Lee: amold got ripped for 60 cents front to 

back yesterday Thursday, June 15, 2006 12:54:18 EM EDT Shane Lee: arnold get ripped for 60 

cents front to back yesterday Thursday, June 15, 2006 12:54:49 PM EDT Shane Lee: boons 
will probably have to get on msnlx: today Thursday, June 15, 2006 12:54:49 PM EDT Shane 
Lee: boone will probably have to get on msnbc today Thursday, June 15, 2006 12:54:57 ?M 
EDT Brian Hunter': ha Thursday, June IS, 2006 12:54:57 PM EDT Brian Hunter: ha Thursday, 
Ju.ne 15, 2006 12:55:30 EM EDT Brian Hunter: back end is cheap Thursday, June 15, 2006 
12:65:00 PM EDT Brian Hunter: back end is cheap Thursday, June 15, 20C6 12:55:03 ?M EDT 
Shane Lee: it is Thursday, June 15, 2006 12:55:03 PM EDT Shane Lee: it is Thursday, June 
15, 2006 12:55:08 P?4 EDT Brian Hunter: epopel are wrong about front s and 5.00 Thursday, 
June 15. 2006 12:55:08 PM EDT Brian Hunter: eoopel are wconc about front s and 5.00 

Thur-sday, June 15, 2006 12:55:13 PM EBT Shane' Lee: yes Thursday, June 15, 2006 12:55:13 PM 

EDT Shane Lee: yes Thursday, June 15, 2006 12:55:25 EM EDT Brian Hunter: and really wrong 
about h/j Thursday, June 15, 2006 12:55:26 PM EDT Brian Hu.nter: and really wrong about h/j 
Thursday, June 15, 2006 12:55:33 IM EDT Shane Lee: and today proves the market structure 
was an irresponsible short in front 12 months Thursday, June 15, 2006 12:55:33 ?M EDT 
Shane Lee: and today proves the market structure was an irresponsible short in front 12 
months Thursday, June 15, 20G6 12:55:50 EDT Shane Lee: no rreason to be up 60 cents on 
a small miss Thursday, June 15, 2006 12:55:50 EM EDT Shane Lee: no rreason to be up 60 
cents on a small miss Thursday, June 15, 2006 12:55:59 PM EDT Brian Hunter: heard about 
Stone at D3 Thursday, June 15, 2006 12:55:59 EM EDT Brian Hunter: heard about Stone at D8 
Thursday, June 15, 2006 12:55:53 PM EDT Shane Lee: it's ail cause of structure Thursday, 
June 15, 2006 12:55:50 FM EDT Shane Lee: it’s all cause of structure T.hursday, June 15, 
2006 12:56:00 PM EDT Brian Hunter: short front Thursday, June 15, 2006 12:56:00 PM EDT 
Brian Hunter: short front Thursday, June 15, 20C6 12:56:03 PM EDT Brian Hunter: really 
short winter Thursday, June 15, 2006 12:56:03 PM EDT Brian Huntor: really short winter 
Thursday, June 15, 2006 12:56:07 ?M EDT Brian Hunter: short cal7 Thursday, June 15, 2006 
12:56:07 PM EDT Brian Hunter: short cal? Thursday, June 15, 2006 12:56:09 PM EDT Shane 
Lee; whoopsies Thursday, June 15, 2006 12:56:09 ?M EE^T Shane Lee: whoopsies Thursday, June 
15, 2006 12:56:11 PM EDT Brian Hunter: ouch Thursday, June 15, 2006 12:56:11 PM EDT Brian 
Hunter: ouch Thursday, June 15. 2006 12:57:02 EM EDT Shane Lee: sempra and centy been 
buying all these f/h's btw Thur.sday, June IS, 2006 12:57:02 ?M F.D1‘ Shane Lae: Sempra and 
centy been buying all these f/h's btw Thursday, June 15, 2006 12:57:35 FM EDT Brian 
Hunter: I know Thursday, June 15, 2006 12:57:35 PM EDT Brian Hunter: I know Thursday, June 

15, 2006 12:57:40 PM EDT Brian Hunter: 1 acutally like that spread Thursday, Juno 15, 2006 

12:57:40 PM EDT Brian Hunter: 1 acutally like that spread Thursday, June 15, 2006 12:57:45 
PM EDT Brian Hunter: but too long f Thursday, June IS, 2006 12:57:45 PM EDT Brian Hunter: 

but too long f Thursday, June 15, 2006 12:57:48 PM EDT Shane Lee: yeah Thursday, June 15, 

2006 12:57:43 PM EDT Shane Lee: ysab Thursday, June 15, 2006 12:57:52 PM EDT Shano Lee: 1 
did the same Thursday, June 15, 20C6 12:57:52 FM EDT Shane lee: i did the same Thursday, 
,7une 15, 2006 12:58:02 R4 EDT Share Lee: moved my length to march for the short term 
Thursday, Ju:ie 15, 2006 12:58:02 PM EDT Shane Lee: moved mv length to march for the short 
term Thursday, June 15, 2006 12:58:15 PM EDT Shane Lee: but as roll.-s get into nov and dec 
chat acts like h/j Thursday, Juxie 15, 2006 12:58:15 FM EDT Shane Lea: but as rolls get 
into nov and dec that acts like h/j Thursday, June 15. 2006 12:58:20 PM EDT Shane Lee: 
never wanna be short it Thursday, June 15, 2006 12:59:20 ?M EDT Shane Lee; never wanna be 
short it Thursday, June IS. 2006 1:02:13 PM EDT Shane Lee; think wa high enough for market 
to get short front again? 
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Thursday, June 15, 2006 1:02:13 FM EDT Shane Lee: think we high enough for market to get 
short front again! 

Thursday, o-une 15, 2006 1:02:38 EDT Brian Hunter: getting there Thursday, June 15, 2006 
1:02:38 PM EDT Brian Hunter: getting there Thursday, June 15, 2006 1:02:43 PM EDT Brian 
Hunter: cummer says lots of producers in to Thursday, June 15, 2006 1:02:49 PM EDT Brian 

Hunter: cummer says lots of producers in to Thursday, June 15, 2006 1:02:51 PM EDT Briar. 

Hunter: Juy/Oct Thursday, June 15, 2008 1:02:51 EM EDT Brian Hunter: Juy/Oct Thursday, 

June 15, 2006 1:02:53 PM EJ5T Shane Lee: i am gonna buy puts soon, even though i hate the 
vol Thursday, June 15, 2006 1:02:53 EM EDT Shane Lee: i am gonna buy puts soon, even 
though i hate the vol Thursday, June 15, 2006 1:03:02 PM EDT Shane Lee; sept i think 
Thursday, June 15, 2006 1:03:02 EM EDT Shane Lee: sept i think Thursday, June 15, 20C6 
1:C3:11 PM EDT Shane Lee: maybe raonday Thursday, June 15, 2006 1:03:11 PM EDT Shane Lee: 
maybe ir.onday Thursday, June 15, 2006 1:03:29 PM EDT Shane Lee: prodcucers for juiy-oct? 
Thursday, June 15, 2006 1:03:29 EM EDT Shane Lee: prodcucers for july-ocL? 

Thursday, June 15, 2006 1:03:33 EM EDT Shane Lee: haur. Thursday, June 15, 20D6 1:03:33 PM 

EDT Shane Lee: hmm Thursday, June 15, 2006 1:04:00 PM EDT Shane Lee; aeco only out 6 cents 
Thursday, June 35, 2006 1:04:00 IM EDT Shane Lee: aeco only out 6 cents Thursday, June 15, 
2006 1:04:00 FM EDT Shane Lee: although backs are out 7 Thursday, June 13, 2006 1:04:08 PM 
EDT Shane Lee; although backs are out 7 Thursday, June 15, 2006 1:04:10 PM EDT Shane Lee: 
\well cal 7 Thursday, June 15, 2006 1:04:19 PM EDT Shane Lee: \well cal 7 Thursday, June 
15, 2006 1:04:20 PM EDT Shane Lee: cal 8 3 Thursctay, June 15, 2006 1:04:20 Ph! EDT Shane 
Lee: cal 9 3 Thursday, June 15, 2006 1:05:06 EM EDT Shane Lee: cant believ cal ID under 8 
Thursday, June 15, 2006 1:05:06 EM EDT Shane Lee: cant believ cal 10 under 8 Thursday, 

June 15, 2006 1:05:33 PM EDT Brian Hunter: no Thursday, June 15, 2006 1:05:33 PM EDT Brian 

Hunter: no Thursday, June 15, 2006 1:09:00 PM EDT Shane Lee: had 2 guys tell me today that 

this is the stupidist move the have ever seen Thursday, June 15, 2006 1:03:00 PM EDT Shane 
Lee; had 2 guys tell me today that this is the stupidist move the have ever .“^een Thursday, 
June 15, 2006 1:09:11 PM EDT Shane Lee: guys doing well dont sav that Thursday, June 15, 

2006 1:09:11 FM EDT Shane Lee: guys doing well dont say that Thursday, June 15, 2006 

1:09:13 PM EDT Brian Hunter: yeah Thursday, June 15, 2006 1:09:13 PM EDT Brian Hunter: 
yeah Thursday, June 15, 2006 1:09:16 PK EDT Brian Hunter: sounds like pair. Thursday, June 
15, 2006 1:09:17 PM EDT Brian Hunter: sounds like pain Thursday, June 15, 2006 1:09:34 PM 
EDT Briar. Hunter: the winter hatred is stunning Thursday, June 15, 2006 1:09:34 PM EDT 
Brian Hunter: the winter hatred is stunning Thursday, June 15, 2006 1:09:58 PM EDT Shane 
Lee: they still protecting with v/f a little, but it is light considering the move 
Thursday, June 15, 20C6 1:09:59 ?M EDT Shane Lee: they still protecting with v/f a little, 
but it is light considering the move 
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From: Brian Hunter |BBBI@amaranthUc.coni] 
Sent: Friday, June 16, 2006 11:18 AM 
To: Shane Lee 
Subject: Re: 10:30 update 

What's cal7 doing. That v/f needs to be leaned into... 


Sent from my BlackBerry Wirele.ss Handheld 


" ■ = Redacted by the Permanent 

— Sub^committee^onj nvp^^ 


Original Message 

From; Shane Lee amaranthllc.com> 

To; Brian Hunter •^■■[||||i@amaranthllc.coTn> 

CC: Matthew Calhoun <mca]houn@amaranthl!c.coin> 
Sent: Fri Jun 16 11:16:50 2006 
Subject; RE; 10:30 update 

Front down 12 now, all spreads same except hd 2.20 


Original Message 

From: Shane Lee 

Sent; Friday, June I6, 2006 8:30 AM 
To: Brian Hunter 
Cc; Matthew Calhoun 
Subject; 10:30 update 

Front down 5 cents. ..7.15 

Cash trading -12 hub, all other points weak, Midwest getting obliterated with that ANR storage problem. 
Spreads: 

.265, ,26. .335=.86 

1.11, 1.25, ,67=3.03, but of course trading 3.00 on box 
h/j is 2.23 

No bids in backs so far, and lots of front buying going on still even though we are down a little, 

Locals went short on open surprisingly 
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“ Redacted by the Permanent 
Subcommittee on Investigarions 

From: Brian Hunter pHHBfc@amaranthllc.coin] 

Sent: Sunday, June 18, 2006 9:24 PM 
To; shan 
Subject: Ke: 

Winter hate. Its crazy. 

Seat from my BlackBeiry Wireless Handheld 



Original Message- 

From; Shane Lee <11 
To; Brian Hunter 
Sent; Sun Jun 18 21:20;28 2006 
Subject; RE; 

that we were gonna get our faces ripped off 


Original Message — 

From; Brian Hunter f mailt* 


(SaTnaranthUc.COml 


Sent: Sunday, June 18, 2006 7: 18 PM 

To:^ 

Subject: Re; 


Really? That’s nuts. What did they say? 


Sent from my BlackBerry Wireless Handheld 


Original Mess age":^i^^_ 

From; Shane Lee 

To; Brian Hunter >^|m@amaranthlic.com> 
Sent; Sun Jun 18 21:16:26 2006 
Subject; R£; 


lhats pretty constructive...wouid have thought n/v out more but at leats the v/f moving. You wouldn’t believe all the 
anga: messages I got on that 3. 12 bid earlier on ICE. I then offwed it at 5 and some guy went ballistic on me. Seems like 
the market is not happy about this one 


Original Message- 

From: Brian Hunter froailto! 

Sent: Sunday, June 18. 2006 7:09 PM 
To: I 

Subject; Re: 


amaranthllc.coml 


N/v 96/99 
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From: Shane Lee JBB@amaranth!lc.com] i — — 

Sent: Monday, June 19, 2006 1:40 AM by ihe Permanent 

To: Brian Hunter ^ ijb^pwee on 

Subject: Re: 

Sorry read more carefully I will just leave these 3 orders up overnight 


Sent from ray BlackBeiry Wireless Handheld 


Original Mess age 

From: Shane I.ee amaranthllc.com> 

To; Brian Hunter <^^^^@amaranthllc.com> 

Sent: Mon Jun 19 01:37:40 2006 
Subject: Re: 

You want these on ice overnight in addition to your access? 


Sent from my BlackBeiry Wireless Handheld 


" — Original Message—--^ 

From; Brian HimterJ||^|»@amaranthllc.com> 

To: Shane Lee ^^^■@amaranthllc.com> 

Sent; Mon Jun 19 01:07:34 2006 
Subject: 

If you get this early tomorrow - start on v/f early. Maybe even leave up some bids ovemighL 

312 for 30 
310 for 30 
308 for 90 

Just to keep some fire under the market overnight. I have some things in on access, 


Sent from my BlackBerry Wireless Handheld 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Brian Hunter,” Amaranth head energy trader 
“Shane Lee,” Amaranth energy trader 

Monday, July 17, 2006, 12:24:49 PM EDT 

Shane Lee: v/x [October/November spread] trading on lows of day 
Shane Lee: ouch this is getting ugly 

Brian Hunter: touch the offer a few ties [times] 

Brian Hunter: 120 total 

Shane Lee: did them, now you getting some v/f [October/January spread] small 
Shane Lee: got about 90 v/f s back out of it 

Brian Hunter: nice 
Brian Hunter: I’ll take that 

Shane Lee: we only offers to 3.76 on v/f 

Brian Hunter: ok 

Brian Hunter: people ewill [people will] take them if we don’t reoffer 
Brian Hunter: do another 60 on v/x 

Shane Lee: got them, now you got filled 3.72’s 
Shane Lee: so 100 v/f 

Brian Hunter: where is v/f then 

Shane Lee: 70/73 
Shane Lee: our offer 

Brian Hunter: anybody with us? 


Shane Lee: no 
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~ Redacted by the Permanent 
l..,._____,,Subcommit£ecor^nve^ 


From: windaw»dmin@amarantNlc.com 

Sent Tuesday. January t7, 2006 11:25 AM 

To; amaranth.dom@amaranth.digitalsafe.r«t 

Subject: SUBJECT: CONVERSATION PARTICIPANTS = BHUNTER@AMARANTHLLC.COM; 

SHLEE@AMARANTHLLC.COM 


IM Networ);: AOL IM 
IM Users: 

part icipant^j^^^Hlfcamaranthlic .com "hunteramaranth" 
part icipant'4BBBIaF.aranthllc .com "traderjroc" 

IM Dialog : 

Monday, July It, 2006 12:24:49 rW EDT Brian Hunter started conversation . 

Monday, July 17, 2006 12:24:49 FM EDT Shane Lee has entered the conversation. 

Monday, July 17, 2006 12:24:49 PM EDT Brian Hunter: IM Administrator: NOTE: This session 

is recorded and the recording is the sole property of .Amaranth. 

Monday, July 17, 2006 12:24:49 P.M EDT Brian Hunter: IM Administrator: :40TE: This session 
is recorded and the recording is the sole property of Amaranth. 

Monday, July 1?, 2006 12:24:49 ?M EDT Shane Lee: IK Administrator: NOTE: This session is 
recorded and the recording is the sole property of Amaranth. 

Monday, July 17, 2006 12:24:49 PM EDT Shane Lees IM Administrator; NOTE: This se.ssion is 
recorded and the recording iS the sole property of Amaranth. 

Monday, July 17, 2006 12:24:49 PM SDT Shane Lee; v/x trading on lows of day Monday, July 
17, 2006 12:24:49 PM EDT Shane Lee; v/x trading on lows of day Monday, July 17, 2006 
12:24:57 R4 EDT Shane Lee: v/f 70/715 Monday, July 17, 2006 12:24:57 PM EDT Shane Lee: v/f 

70/715 Monday, July 17, 2006 12:32:00 ?M EDT Shane Lee: ouch this is getting ugly Monday, 

July 17, 2006 12:32:00 ?M EDT Shane Lee: ouch this is getting ugly Monday, July 17, 2006 
12:32:42 R4 EDT Brian Hunter: v/x on box? 

Monday, July 17, 2006 12:32:42 PM EDT Brian Hunter: v/x on box? 

Monday, July 17, 2006 32:32:55 114 SDT Shane Lee: 1.362/1.370 Monday, July 17, 2006 

12:32:55 PM EOT Shane Lees 1.362/1.378 hfcndey, July 17, 2006 12:33:02 PM EDT Brian Hunter: 
Couch the offer a few ties Monday, July 17, 2006 12:33:02 PM EDT Brian Hunter: touch the 
offer a few ties Monday, July 17, 2006 12:33:04 PM EDT Brian Hunter: 120 total Monday, 

July 17, 2006 12:33:04 PM EDT Briar. Hunter: 120 total Monday, July 17, 2006 12:34:12 PM 
EDT Shane Lee: did them, now you getting some v/f small Monday, July 17, 2006 12:34:12 PM 

EDT Shane Lee: did them, now you getting some v/f small Monday, July 17, 2006 12:34:54 PM 

EDT Shane Los; got about 90 v/f's back out of it Mcnday, July 17, 2006 12:34:54 PM EDT 

Shane Lee: got about 90 v/f*s back out of it Mo.nday, July 17, 2006 12:35:42 PM EDT Brian 

Hunter: nice Monday, July 17, 2006 12:35:42 PM EDT Brian Hunter: nice Monday, July 17, 

2006 12:36:40 PM EDT Brian Hunter: I'll take that Mcnday, July 17, 2006 12:35:40 PM EDT 

Brian Hunters I'll take that Monday, July 17, 2006 12:36:03 FM EDT Shane Lee; we only 

offers to 3.76 on v/f Monday, July 17, 2006 12:36:03 PM EDT Shane Lee: we only offers to 
3.76 on v/f Monday, July 17, 2006 12:36:17 PM EDT Brian Hunter: ok Monday, July 17, 2006 
12:36:17 EM EDT Brian Hunter: ok Monday, July 17, 2006 12:36:30 PM EDT Brian Hunter: peopl 
ewill take them if w® don’t reoffer Monday, July 17, 2006 12:36:30 PM EDT Brian Hunter: 
peopl ewill take them, if we don’t reoffer Monday, July 17, 2006 12:36:39 PM EDT Brian 
Hunter: do another 60 on v/x Monday, July 17, 2C06 12:36:39 PM EDT Brian Hunter: do 
another 60 on v/x Monday, July 17, 2006 12:37:51 PM EDT Shane Lee: got them, now you got 
filled 3.72’5 Monday, July 17, 2C06 12:37:51 PM EOT Shane Lee: got them, now you got 

filled 3.72's Monday, July 17, 2006 12:37:67 PM EDT Shane Lees so 100 v/f Monday, July 17, 

2006 12:37:57 FM EDT Shane Lee: so 100 v/f Monday, July 17. 2006 12:38:04 PM EDT Shane 
Lee: 180 v/x Mb.nday, July 17, 2006 12:38:04 fW EDT Shane Lee: 180 v/x Monday, July 17, 

2006 12:38:12 EDT Brian Hunters where is v/f then Monday, July 17, 2006 12:33:12 PM EDT 
Brian Hunter: where is v/f then Monday, July 17, 2006 12:39:18 PM EDT Shane Lees 70/73 
Monday, July 17, 2006 12:38:18 F« EDT Shane Lees 70/73 Monday, July 17, 2006 12:38:22 ?M 
EDT Shane Lee; our offer Monday, July 17, 2006 12:38:21 IM EDT Shane Lee: our offer 
Monday, July 17, 2006 12:38:28 PM EDT Brian Hunter: anybody with us? 
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Monday, July 17, 2006 12:3B;28 PM EDT Brian Hunter: anybody with us? 

Monday, July 17, 2006 12:36:31 EDT Shane Lee: no J^nday, July 17, 2006 12:30:31 PM EDT 

Shane use: no Monday, July 17, 2006 12:36:56 PM EDT Shane Lee: some bids coming in u/v 
Monday, July 17, 2006 12:36:58 PM EDT Shane Lee: some bids coming in u/v Monday, July 17, 
2006 12:36:59 PM EDT Brian Hunter: where is v/x here Monday, July 17, 20C6 12:36:59 PM EDT 
Brian Hunter: where is v/x here Monday, July 17, 2006 12:39:05 PM ED? Shane Lee: 1.36 
Monday, July 17, 2006 12:39:05 HiEDT'shane Lee: 1.38 Monday, July 17, 2006 12:39:10 PM 
EDT Brian Hunter: mid? 

Monday, July 17. 2006 12:39:10 PM EDT Brian Hunter: irdd? 

Monday, July 17, 2006 12:39:19 PM EDT Shane Lee: 7/8 right now Monday, July 17, 2006 

12:39:19 RH EDT Shane Lee: 7/B right now Monday, July 17, 2006 12:39:26 FM EDT Shane Lee: 

trading 3 Monday, July 17, 2006 12:39:26 PM EDT Shane Lee: trading 8 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Brian Hunter,” Amaranth head energy trader 
“Shane Lee,” Amaranth energy trader 

Tuesday, July 1 8, 2006, 1 1 :21 :04 AM EDT 

Shane Lee: market feels like it is trying to cover fronts 

Brian Hunter: v/x [October/November spread] 

Brian Hunter: ? 

Shane Lee: trading 42 
Shane Lee: still offered 

Brian Hunter: take it to 43 
Brian Hunter: how is it looking? 

Shane Lee: not much pushback 

Shane Lee: it took v/f [October/January spread] to 3.765 


Brian Hunter: yeah 
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From: windovisadm)n@amaranthHc.cofn 

Sent Wednesday, January 18. 2006 10:14 AM 

To: amaranth dom@amaranth.digitaisafa.net 

Subject; SUBJECT: CONVERSATION PARTICiPANTS = BHUNTER@AMARANTHLLC COM; 

SHLEE@AMARANTHLLC.COM 


IM Network: AOL IM 
IM Users; 

part icipant=^^^^Bf3ajnaranthl Ic .com "hunteramaranth" 
par ticipant’^^HBNirta rarithlic.com "trader j roc" 

IM Dialog: 

Tuesday, July IB, 2006 11:14:02 AM EDT Brian Hunter started conversation. 

Tuesday, July IB, 2006 11:14:02 AH EDT Shane Lee has entered the conversation. 

Tuesday, July 16, 2006 11:14:02 AM EDT Brian Hunter: IM Administrator: NOTE: This session 

is recorded and the recording is the sole property of .Airarar.th. 

Tuesday, July 18, 2006 11:14:02 AM EDT Brian Hunter: IM Administrator: NOTE: This session 
is recorded and the recording is the sole property of Amaranth. 

Tuesday, July 16, 2006 11:14:02 AM EDT Shane Lee: IM Administrator: NOTE: This session is 
recorded and the recording is the sole property of Amaranth. 

Tuesday, July 10, 2006 11:14:02 AM EDT Shane Lee: IM Adninistcator: NOTE: This session is 
recorded and the recording is the sole property of Amaranth. 

Tus.5day, July IS, 2006 11:14 :02 AM EDT Brian Hunter: v/x ICE? 

Tuesday, July IQ, 2006 11:14:02 AM EDT Brian Hunter: v/x ICE? 

Tuesday, July 19, 2C06 11:14:50 AM EDT Shane Lee: 1.40/1.407 Tuesday, July IS, 20C6 
11:14:50 AM ED? Shane Leo: 1.40/1.407 Tuesday, July 10, 2006 11:15:07 AM EDT Shane Lee: 
trades 40.7 Tuesday, July 18, 2006 11:15:07 AM EDT Shane Lee: trades 40.7 Tuesday, July 
10, 2006 11: 15:40 AM EDT Brian Hunter: take 100 Tuesday, July 18, 2006 11:15:40 AM F.DT 
Brian Hunter: take 100 Tuesday. July 18, 2006 11:16:10 AM EDT Shane Lee: at 1 now, want 
those? didnt get any Tuesday, July 18, 2006 11:16:10 AM EDT Shane Lee: at 1 now, want 

those? didnt get any Tuesday, July 18, 2006 11:16:16 AM EDT Brian Hunter: y Tuesday, July 

18, 2006 11:16)16 AM EDT Brian Hunter: y Tuesday, July 18, 2006 11:16:39 AM EDT Shane Lee: 
done Tuesday, July 10, 2006 11:16:39 AM EDT Shane Lee: done Tuesday, July 18, 2006 
11:10:26 AM EDT Brian Hunter: hows the v/f doing Tuesday, July 18, 2005 11:18:26 AM EDT 
Brian Hunter: hows the v/f doing Tuesday, July 18, 2006 11:10:46 AM EDT Shane Lee: 075.5 
for 60 Tuesday. July 18, 2006 12:13:46 .AM EDT Shane Lee: 075. 5 for €0 Tuesday, July 18, 
2006 11:19:20 AM EDT Shane Lee: dunno how they get to that Tuesday, July 16, 2006 11:19:20 
AM EDT Shane Lee: dunno how they get to that Tuesday, July 18, 2006 11:20:41 AM EDT Shane 
Lee: v/x just trades 42 Tuesday, July 10, 2006 11:20:41 AM EDT Shane Lee: v/x just trades 
42 Tue.eday, July 10, 2006 11:21:04 AM EDT Shane Lee: market feels like it is trying to 
cover front-s Tuesday, July 16, 20C6 11:21:04 AM EDT Shane Lee: .-narket feels like it is 
trying to cover fronts Tuesday, July IS, 2C06 11:21:28 AM EDT Shane Lee: 1.60 trding h/j 

Tuesday, July 18, 2006 11:21:28 AM EDT Shane Lee: 1.60 trding h/j Tuesday, July 18, 2006 

11:29:10 AM EDT Brian Hunter: v/x Tuesdav, July 19, 2006 11:29:10 AM EDT Brian Hunter: v/x 
Tuesday, vluly 18, 2006 11:29:12 AM EDT Brian Hunter: ? 

Tuesday, July 18, 2006 11:29:12 AM EDT Brian Hunter: ? 

Tuesday, July 18, 2006 11:29:32 AM EDT Shane Lee: trading 42 Tuesday, July 18, 2006 

11:29:32 AM EDT Shane Lee: trading 42 Tuesday, July 18, 2006 11:29:37 AM EDT Shane Leo: 

still offered Tuesday, July 18, 2006 11:29:37 AM EDT Shane Lee: still offered Tuesday, 

July 18, 2006 11:30:16 AM EDT Brian Hunter: take it to 43 Tuesday, July IS, 2006 11:30:16 
.AM EDT Brian Hunter: take it to 42 Tuesday, July 16. 2006 11:32:12 AM EDT Brian Hunter: 
how is it looking? 

Tuesday, July IS, 2006 11:32:12 WH EDT Brian Hunter: how is it looking? 

Tuesday, July 18, 2006 11:32:20 AM EDT Shane Lee: not much pushback Tuesday, July 18, 2006 

11:32:20 AM EDT Shane Lee: not much pushback Tuesday, July 18, 2006 11:32:28 AM EDT Shane 
Lee: it took v/f to 3.765 Tuesday, July 13, 2006 11:32:28 AM EDT Shane Lee: it took v/f to 
3.765 Tuesday, July 18, 2C06 11:32:33 AM EDT Brian Hunter: yeah Tuesday, July 18, 2006 
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11;32;33 AM ED7 Briar. Hunters Tuesday, July 16, 2006 12:32:40 AK EDT Brian Hunter: 

that seems really low Tuesday, July 16, 2G06 11:32:40 AM EDT Brian Hunter: that seems 
really lov Tuesday, July 18, 2006 11:32:45 AM EDT Shane Lee; yes Tuesday, July 16, 2006 
11:32:45 AM EDT Shane Lee: yes Tuesday, July 18, 2006 11:32:55 AM EDT Shane Lee: fair 
should be 19 Tuesday, July 18, 2006 11:32:55 AM EDT Shane Lee: fair should be 79 Tuesday, 
July 16, 2006 11:32:58 AM'eDT Shane Lee: or more Tuesday, July 16, 2006 11:32:56 AM EDT 
Shane Lee: or more 

Tuesday, July 13, 2006 11:34:17 AM EDT Shane Lee: totals so far: oct -418.5p.ov 405 

Tuesday, July 16, 2006 11:34:17 AM EDT Shane Lee; totals so far: oct -418.5nov 405 

Tuesday, July 16, 2006 11:34:40 AM EDT Brian Hunter: ok Tuesday, July 18, 2006 11:34:40 AM 

EDT Brian Hunter: ok Tuesday, July 18, 2006 11:35:02 .AM EDT Shane Lee: they offered z/f 

thats how Tuesday, July 18, 2006 11:35:02 AM EDT Shane Lee; they offered z/f thacs how 
Tuesday, Juiv 18, 2006 11:35:21 AM EDT Shane Lee: 76/765 z/f Tuesday, Julv 13, 2006 
11:35:21 AM EDT Shane Lee: 76/765 z/f Tuesday, July 10, 2006 11:35:21 AM EDT Brian Hunter: 
where is that? 

Tuesday, July 18. 2006 11:35:21 AM EDT Brian Hunter: where is that? 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants; 

“Brian Hunter,” Amaranth head energy trader 
“Shane Lee,” Amaranth energy trader 

Tuesday, July 1 8, 2006, 1 : 1 1 : 1 6 PM EOT 

Shane Lee: spreads coming in because of net buying 

Shane Lee: surprised v/f [October/ January spread] actually holding 

Brian Hunter; actaully explodng [actually exploding] 

Brian Hunter: v/x [October/November spread] HAS to stay strong 

Shane Lee; v/x is at 5 again 

Brian Hunter: take those 

Brian Hunter: agressivepls [aggressive please] 

Shane Lee: to where 


Brian Hunter: 6 
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From: windowsadmin@amaranith)k;.com 

Sent Wednesday, January IB, 2006 12:10 PM 

To: amaranth dom@amararrth.digitat$afe .net 

Subject: SUBJECT; CONVERSATION PARTICIPANTS = BHUNTER@AMARANTHLLC,COM-. 

SHLEE@AMARANTHLLC.COM 


X-ZANT.AZ-MESSAGE-DATE; /18/2006 17::0:13; /10/2OO6 17:10:22; /18/2006 17:10:35,. /18/2006 
17:11:05; /19/2QC6 17:11:16; /18/2006 17:11:26; 718/2006 17:11:37; 719/2006 17:11:39; 

/10/2GOS 17:11:46; /lB/2006 17:11:50; /18/2C06 17:11:52; /10/2OO6 17:11:53; /13/.?006 

17:12:58; /T8/2006 17:18:04; /19/2006 17:18:06; /10/2OO6 17:19:06; /13/2006 17:19:16; 

/lS/2006 17;1S;21; /18/20C6 17:19:29; /10/2OO6 17:19:31; /ie/2006 17:19:37; /lB/2006 

17!l9!42; /ie/2006 17:19:44; /lS/2006 17:19:43; /18/2006 17:19:46; /18/2006 17:26:17; 

/18/2006 17:26:19; /19/2006 17:26:32; /10/2OO6 17:26:50; /18/2006 17;26:59; /19/2006 

17:28:12; /i8/2006 17:32:16; /18/2C06 17:32:47; /18/Z006 17:32:51; /iO/2006 17:34:12; 

/18/2C06 17:36:35; /3B/2C06 17:36:45; /18/2006 17:36:46; /i0/2OO6 17:36:51; /18/2006 

17:36:59; /18/2006 17:37:07; /ie/20C6 17:37:15; /10/2OO6 17:37:49; /16/2006 17:37:56; 

/18/2006 1?:42:16; /38/2006 17:42:33; /18/2006 17:45:49; /1S/2C06 17:46:58; /19/2006 

17:47:01; /18/2C06 17:47:05; /18/2006 17:49:1! 

0; /lS/2a06 17:48:51; /18/2006 17:48:54; /10/2OO6 17:52:00; /ie/20C6 17;55:21; /ie/2006 

17:59:21; /18/2a06 18:07:19; /18/2006 16:07:44 

X-ZAK’T.AZ-PAfiTICIP.WT-IKKAMES: trader jroc; hunteramarar.th 

X-ZANTAZ-RECIPIENT-NAME: Sisane Lee; Brian Hunter 

X-Z?OTA2-PAJ1TICI?ANT-LMN.WS: hunteramaranth; traderjroc 

X-ZANTA2-SEND£R-NAMEt Brian Hunter; Shane Lee 

X-ZANTAZ-GUID! 343983AI-96FE>-4B34-ADlA-41C2D9BlA5203n20031465183906 
X-ZANTAZ-’JAL: notused 

X-OrlginalArrivaiTitne: 18 Jul 2006 18:11:21.0780 (L’TC) FILETI.HE= 192£26r4 0: 01C6AA95 ) 


IM Network: AOL IM 
IM Users : 

part icipant=^^^^B0 air.ararthllc.com "hunteramaranch" 
participant“^B^3:naranthiic.coiti "traderjroc" 

IM Dialog: 

Tuesday, July 19, 2006 2:10:13 FM EDT Brian Hunter started conversation. 

Tuesday, July 10, 2006 1:10:13 PM ED7 Shane Lee has entered the conversation. 

Tuesday, July 18, 2006 1:10:13 R4 EDT Brian Hunter: ca.sh spooking everyone Tuesday, July 

18, 2006 1:10:13 FM EDT Brian Hunter: cash spooking everyone Tuesday, July 18, 2006 

1:10:22 PM EDT Brian Hunter: tells me front is too low Tuesday, July 18, 2006 1:10:22. PM 
EDT Brian Hunter? tells me front is too low Tuesday, July 29, 2006 1:10:35 PM EDT Shane 

Lee: yes. i am net buying today, hope you dont cars lol Tuesday, July 18, 2006 1:10:35 

PM EDT Shane Lee: yes. i am net buying today, hope you dont care lol Tuesday, July 18, 
2006 1:11:05 PM EDT Shane Lse: funds wont be short 5.50 futos Tuesday, July 16, 2006 
1:11:05 PM EDT Shane Lee: funds vront be short 5.50 futes Tuesday, July 18, 2006 1:11:16 ?M 
EDT Shane Lee: spreads coming in because of net buying Tuesday, July 18, 2006 1:11:16 PM 

EDT Shane Lea: spreads coming in because of net buying Tuesday, July 18, 2006 1:11:26 PM 

EDT Shane Lee: surprised v/f actually holding Tuesday, July 18, 2006 1:11:26 PM EDT Shane 
Lee; surprised v/f actually holding Tuesday, July 18, 2006 1:11:37 PM EDT Brian Hunter: 
actaully sxplodng Tuesday, July 18, 2006 1:11:37 PM EDT Brian Hunter: actaully explodng 
Tuesday, July 18, 2006 1 :11:39 EDT Brian Hunter: where is now Tuesday, July 18, 2006 
1:11:39 PM EDT Brian Hunter: where is now Tuesday, July 18, 2006 1:11:46 FM EDT Shane Lee: 
its 883,5 Tuesday, July 16. 2006 1:11:46 PM EDT Shane Lee: its S83.5 Tuesday, July 18, 

2006 1:11:50 PM EDT Brian Hu.nter: take that Tuesday, July 18, 2006 1:11:50 PM EDT Brian 
Hunter: Cake that Tuesday, July 18, 2006 1:11:52 PM EDT Shane Lee: always offered better 
outright Tuesday, July 16, 2006 1:11:52 PM EDT Shane Lee: always offered better outright 
Tuesday, July 10, 2006 1:11:53 FM EDT Brian Hunter: small Tuesday, July 18, 2006 1:11:53 
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PM EDT Brian Hunter: saail Tuesday, July 18, 2006 1:12:56 PM EDT Shane Lee: floor max 
short looking stops 5.60 Tuesday, July 18, 2006 1:12:58 EM EDT Shane Lee: floor irax short 
looking stops 5.60 Tuesday, July 13, 2006 1:18:04 EM EDT Brian Hunter: lift all the legs 
on v/f Tuesday, July IB, 2006 1:16:04 PM EDT Brian Hunter: lift all the legs on v/£ 
Tuesday, July 18, 2006 1:18:06 ?M EDT Brian Hunter: 2/d each Tuesday, July !8, 2006 
1:18:06 PK EDT Briar. Hunter: 2/d each Tuesday, July 13, 2006 1:19:06 PM EDT Shane Lee: x/z 
heavy Tuesday, July 18, 2006 1:19:06 EM EDT Shane Lee: x/z heavy Tuesday, July 10, 2006 
1:19:16 PM EDT Brian Hunter: that's fine Tuesday, July 18, 2006 1:19:16 PM EDT Brian 
Hunter: that’s fine Tuesday, July 16, 2006 1:19:21 PM EDT Brian Hunter: the other 
concerned me more Tuesday, July IS, 2006 1:19:21 £M EDT Brian Hunter; the other concerned 
me more Tuesday, July 18, 2006 1:19:29 PM EDT Brian Hunter: v/x HAS to stay strong 
Tuesday, July 16, 2006 1:19:29 PM EDT Brian Hunter: v/x HAS to Stay strong Tuesday, July 
10, 20C6 1:19:31 PM EDT Shane Lee: v/x is at 5 again Tuesday, July 18, 2C06 1:19:31 PM EDT 
Shane Lee: v/x is at 5 again Tuesday, July 13, 2006 1:19:37 IM EDT Brian Hunter: take 
those Tuesday, July 18. 2006 1:19:37 EM EDT Brian Hunter: take those Tuesday, Julv 16, 

2006 1:19:42 EM EDT Brier. Hunter: agressive pis Tuesday, July 13, 2006 1:1 9:42 PM EDT 
Briar. Hunter: agressive pis Tuesday, July 18, 2006 1:19:44 ?M EDT Shane Lee: ok Tuesday, 
July le, 2006 1;19;44 PM EDT Shane Lee: ok Tuesday, July 18. 2006 1:19:43 PM EDT Shane 

Lee; to where Tuesday, July 18, 2006 1:19:43 PM EDT Shane Lac: to where Tuesday, July IB, 

2006 1:19:46 PM EDT Brian Hunter: 6 Tuesday, July 18, 2006 1:19:46 PM EDT Brian Hunter: 6 
Tuesday. July 18, 2006 1:26:17 ?M EDT Brian Hunter: v/f legs Tuesday, July 18. 2006 
1:26:17 ?M EDT Brian Hunter: v/f legs Tuesday, July 18, 2006 1:26:19 PM EDT Brian Hunter: 
how they look Tuesday, July 38, 2006 1:26:19 PM EDT Brian Hunter: how they look Tuesday, 
July le, 2006 1:26:32 PM ED? Shane Lee: 1. 4 6/1 . 615/ . 77 Tuesday, July IS, 2006 1:26:32 JM 
EDT Shane Lee: 1 . 46/1 . 61 5/ . 77 Tuesday, July 18, 2006 1:26:50 ?M EDT Brian Hunter; drive 
cut v/x to 47 Tuesday, July 18, 2006 1:26:50 PM EDT Brian Hunter: drive out v/x tc> 47 
Tue.sday, July IS, 2006 1 :26:59 PM EDT Brian Hunter: keep this going Tuesday, July IS, 20C6 
1:26:59 ?M EDT Brian Hunter: keep this going 

Tuesday, July 18, 2006 1:23:12 PM EDT Shane Lee: 31 oct -1449. 253C nov 1492.531 

dec 31 jan 77.528 feb 31 march 100.7530 aor -97.5 

Tuesday, July IB. 2006 1:28:12 ?M EDT Shane Lee: 31 oct -1449.2530 nov 1492.531 

dec 31 jan 77.528 feb 3i march ICO. 7530 apr -97.5 

Tuesday, July 16, 2006 1:32:16 PM EDT Shane Lee: v/x fighting now Tuesday, July 18, 2006 
1:32:16 PM EDT Shan© Lee: v/x fighting now Tuesday, July 18, 2C06 1:32:47 ?M EDT Brian 
Hunter: good way or bad way Tuesday, July 10, 2006 1:32:47 PM EDT Brian Hunter: good way 
or bad way Tuesday, July 18, 2006 1:32:51 PM EDT Shane Lee: bad Tuesday, July IS, 2006 
1:32:51 ?M EDT Shane Lee: bad 

Tuesday, July 10, 2C06 1:34:12 FM SD7 Shane Lee: oct -1543nov 1657. odec 7.75jan 

93feb march 100.75apt -S7.5 118.5 

Tuesday, July 18, 2006 1:34:12 PM EDT Shane Lee: oct -1643nov 1657. 5dec 7.75jan 

93feb march lOC.76apr -97.5 118.5 
Tuesday, July 18, 2006 1:36:56 ?M EDT Brian Hunter: v/x? 

Tuesday, July 18, 2006 1:36:36 PM EDT Brian Hunter: v/x? 

Tuesday, July 18, 2006 1:36:45 FM ED? Brian Hunter: is the front really 55 Tuesday, July 

18, 2006 1:36:46 PM EDT Brian Hunter: is the front really 55 Tuesday, July 18, 2006 

1:36:51 PM EDT Shane Lee: yes Tuesday, July 18, 2006 1:36:51 PM EDT Shane Lee; yes 
Tuesday, July 18, 2006 1:36:59 PM EDT Shane Les; 1.46/140 Tuesday, July 18, 2006 1:36:59 
PM EDT Shane Lee; 1.46/148 Tuesday, July 13, 2006 1:37:07 PM EDT Brian Hunter; buy 150 at 
48 Tuesday, July 18, 2006 1:37:07 K4 EDT Brian Hunter: buy 150 at 48 Tuesday, July 18, 

2006 1:37:15 PK EDT Brian Hunter: lets push pig Tuesday, July 18, 2006 1:37:15 PM EDT 
Brian Hunter: lets push pig Tuesday, July 18, 2006 1:37:40 PM EDT Shane Lee: wasnt much 

there Tuesday, July 18, 2006 1:37:48 PM EDT Shane Lee: wasnt much there Tuesday, July 10, 

2006 1:37:56 PM EDT Shane Lees 22 lots lol Tuesday, July 10, 2006 1:37:56 PM EDT Shane 
Lee: 22 lots lol Tuesday, July 18, 20C6 1:42:16 FM EOT Shane Lees market is panicad threw 

up some 3.81 prints v/f LOL Tuesday, July 18, 2006 1:42:16 PM EDT Shane Lee: market is 

paniced threw up some 3.81 orints v/f LOL Tuesday, July 18, 2006 1:42:33 PM EDT Shane Lee: 
i got fair value 3. 89 Tuesday, July 18, 2006 1:42:33 PM EDT Shane Lee: i got fair value 
3.69 Tuesday, July IB, 2006 1:45:49 PK EDT Shane Lee: 12 and 31 front spreads Tuesday, 

July IS, 2006 1:45:49 PM EDT Shane Lee: 12 and 31 front spreads 

Tue.'sday, July 18, 2006 1 :46:59 FH EDT Shane Lee; oct -1860nov 1845dec -31jan 

155feb march 100.75apr -97.5 112.25 

Tuesday, July 18, 2006 2:46:59 PM EDT Shane Lee: oct -1660nov 1845dec -31jan 

155feb march 100.75apr -97.5 112.25 

Tuesday, July 18. 2006 1:47:01 PM EDT Brian Hunter: funny Tuesday. July 18, 2006 1:47:01 
PM EDT Brian Hunter: funny Tuesday, July 19, 2006 1:47:05 PM EDT Shane Lee: lol Tuesday, 

2 
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July 18, 2006 1:47:05 PM EDT Shane Lee: iol Tuesday, July 10, 2006 1:48:18 FM EDT Shane 
Lee: they fighting now hard Tuesday, July 16, 2006 1:48:18 PM EDT Shane Lee: they fighting 
now hard Tuesday, July IB, 2006 1:48:51 ?M EID? Brian Hunter: rally in front Tuesday, July 
IS, 2006 1:48:51 EDT Brian Hunter: rally in front Tuesday, -July IB, 2006 1:43:54 PM EDT 
Brian Hunter: take v/x to 49 Tuesday, July IS, 2006 1:48:54 H4 EDT Brian Huriter: take v/x 
to 49 Tuesday, July 38, 2006 1:52:00 PM EDT Shane Lee: b-ox is offering v/f 2 cents through 
fair at min Tuesday, July 18, 2006 1:52:00 PM EDT Shane Lee: box is offering v/f 2 cents 
throuch fair at nin 

Tuesday, July 16, 2006 1:55:21 PM EDT Shane Lee: oct -2100.25nov 2077. 5dec -jljan 
155feb march 100.75apr -97.5 104.5 

Tuesday, July 18, 2006 1:55:21 FM EDT Shane Lee: oct -2100.25ncv 2077. 5dec -31jan 
155feb march 100,75apr -97.5 104.5 

Tuesday, July 18, 2006 1:69:21 EM EDT Shane Les: 5 rain break have fun if you want Tuesday, 

July 10, 2006 1:59:21 PM EDT Shane Lee; 5 min break have fun if you want Tuesday, July 18, 

2006 2:07:13 EM EDT Shane Lee; want v/x down to 9 still? 

Tue.sday, July 10, 2006 2:07:19 FM EDT Shane Lee: want v/x down to 9 still? 

Tuesday, July 18, 2006 2:07:44 EM EDT Brian Hunter: y Tuesday, July 13, 2006 2:07:44 FM 

EDT Brian Hunter; y 
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From: Brian Hunter 

Sent: Friday, July 28, 2006 12:07 AM 

To: Shane Lee 

Subject: Re: 

Where is sept. 


& 


= Redacted by the Pennanent 
Subcofnmittee on Investiptions_ 


Sent from my BlackBerry Wireless Handheld 


Original Message 

From: Shane Lee <m^amaranthllc.com> 
To: Brian Hunter <^Ur@amaranthnc.com> 
Sent: Thu Jul 27 23:56:59 2006 
Subject: Re: 

If you are gonna do it do it with arnold. 


Sent from my BlackBerry Wireless Handheld 


Original Message- 

From; Brian Hu nter 
To: Shane Lee 


tr@amaranthllc.com> 
amaranthllc.com> 


Sent: Thu Jul 27 23:55:39 2006 
Subject: Re; 


Yeah. For risk I was thinking about pitching 35k x/z to Arnold direct or to 10 banks at once. I think its not really going to 
get popped but would gel Rob and Nick calmed... 


Sent from my BlackBerry Wireless Handheld 


Original Mes s^e 

From: Shane Lee^^^Bamaranthl}c.com> 
To; Brian Hunter ^^^K@amaranthlic.com> 
Sent: Thu Jul 27 23:51:35 2006 
Subject: Re: 


I would be quite concerned about centy in this move...- don't know how many bullets he has left. I guarentee he hasn't 
been as protected as us. 


Sent from my BlackBerry Wireless Handheld 


Original Message— 

From: Brian HuntCT^P^|PE^amaranthnc.com> 
To: Shane Lee <^^^^amaranthllc.com> 

Sent: Thu Jul 27 23:48:00 2006 
Subject: Re: 
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I feel pretty convinced we tumble (Robry not withstanding * I need to hire him....). Cash an d weathe r should force 
weakness. Negative cash and coo] weather will give market a taste of potential downside. committed to 600q 


Sent from my BlackBerry Wireless Handheld 


Original Mess age^ — 

From: Shane Lee «^^K@amaranth]Ic.com> 
To: Brian Hunter ^^^^@amaranthllc.com> 
Sent: Thu Jul 27 23:38:40 2006 
Subject: Re: 


= Redacted by the Permanent 
Subcoirimittee on Investigations 


He went from up 16 to 9 in this move, He was long west, long cal 8, long v/f, and long some ql. But not long enough, 

The only way to have made money in this rally was to either have been just long front or had an offside amount of length 
against spreads. 90 percent of people I talked to got killed... .no one saw this coming. 


If the market is really starting to believe we may not fill, then why the hell is h/j only 2.00....fricken deviant m^ket 


Sent from my BlackBerry Wireless Handheld 


Original Messag^^^^ 

From: Brian IIun^J^HB@3roaranthl!c.com> 
To; Shane Lee <fl^^amaranth!lc.com> 

Sent: Thu Jul 27 23:34:55 2006 
Subject: Re: 


How's I 


■ doin'? 


Sent from my BlackBerry Wireless Handheld 


Original Mes sage— 

From; Shane Lee B^^2amaranthllc.com> 

To: Brian Hunter ^^IB@amaranth]]c.com> 

Sent: ITtu Jul 27 23:34:09 2006 
Subject: Re: 

For what its worth citadel thinks it.s gonna stay warm.. .and they have been wrong on weather for 3 months 


Sent from my BlackBerry Wireless Handheld 


Original Message 

From: Brian Hui 
To: Shane Lee 


■@amaranthllc.com> 
amaranthllc.com> 


Sent: 'Ihu Jul 27 23:30:40 2006 
Subject: Re; 


Damn 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0196395 



764 


From: Brian Hunter {BBjjj^amaranthHc.com] 

Sent; Friday, July 28, 2006 10:16 PM 
To: Jeff Baird 
Subject: Re: Idea 

We talked about that - you run the risk of coilaspsing re h/j and the back one as well. Addionaliy you have to execute in a 
way everyone know what you are doing ( no condors on ICE... 

Sent from my BlackBeiry Wireless Handheld 


= Redacted by the Permanent 
Subcommittee on Investigations 


Original Message- 

From: Jeff Baird 
To: Brian Huntei 
Sent; Fri Jul 28 21:43:38 2006 
Subject: Idea 


'essage™— 

'd 


,aranthllc.com> 

amaranthi!c.com> 


Sorry I lost your call there . . . feel free to call me over the weekend. 

I have an idea to how to package this Mar/Apr buying. I think you should sell 15,000 red March April and buy 15,000 (or 
more) front Mar/ Apr. My rationale is not that you should short the reds. Just that you're moving risk . . . not increasing it. 
Leveraging it to the part of the curve that is undervalued and lightening up on the one that is perhaps fair value. 

Do you think that negates some of the market impact of the front Mar/Apr s? 
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From: Brian Hunter 
Sent: Saturday, July 29, 2006 1:18 PM 
To: Brad Basarowich 
Subject: Re: 

My gut tells me the chances of opening significantly highw are very good. A lot of stop out last week. 

Only bearish help is the demise of the TD likely to form tonight and the apparently cooler weather by next weekend. 
Between now and then however,,.. Cash will be ripping monday and the next two numbers will be bullish. Assuming 
weather forecasts are right, then we fall off hard for bid week unless there is a severe hurricane threat 

Sent from my BlackBcrry Wireless Handheld 


= Redacted by the Permanent 
Subcommittee on InvescigadQns_ 


Original Message — -- 

From; Brad Basarowich ^|||||^^@amaranthl!c.coin> 
To: Brian Hunter <^^|^B@amaranthllc.com> 

Sent: Sat Juj 29 12:59:38 2006 
Subject: Re: 


Well.. ..I am no better. I went in last week to flaltem my posiution and instead of selling cal 7, 1 sold 700 seps and increased 
my spread position. I think I may be on dope.. .but it is so clearly the right thing to do in the long run. 


Sent from my BlackBeiry Wireless Handheld 


Original Message 

From: Brian Hunter ■^|||||||mP^amaranthUc.coin> 

To: Brad Basarowich amaranthilc.com> 

Sent: Fri Jul 28 23:31:382B^ 

Subject: Re: 

I think the same. We don’t have time. That is the problem. Other groups and investors are all over us to get smaller. 


Sent from my BlackBerry Wireless Handheld 
Original Message 

From: Brad Basarowich ^^■|■|■@amara^thllc.coIn> 

To: Brian Hunter 4B|^^^acn^^thllc.com> 

Sent: Fri Jul 28 23S!3™06 
Subject: Re: 

U think people are out to get us... I think they have the same position that is killling them too and they are bailoing like rats 
cause they are getting killed. 


Sent from my BlackBerry Wireless Handheld 


Original Message— 

From: Brian Hunter 4 


amaranthl]c,com> 
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From: Matthew Donohoe n|||B|P@amaranthllc.com] 

Sent; Monday, July 31, 2006 7:55 AM 

To; Lauralyn Pestritto 

Cc: Brian Hunter; Shane Lee 

Subject; Ice counterparties 


= Redacted by the Permanent 
Subcommittee on Investigations 


Can you please turn off ail direct counterparties on ice for myself and shane lee 
We just want ice cleared only 

ty 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messaees and E-mails Obtained from Amaranth LLC 



Brian Hunter; really 
Brian Hunter: why is that 
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Redacted by the Penmiient 
Rubcommittep nn lnvestigations_ 


From: vvjndowsadmin@amarartthlic.com 

Sent Tuesday, January 31, 2006 3:03 PM 

To: amaranth. dom@arTTaranth.digit^safie.nat 

Subject; SUBJECT; CONVERSATtON PARTICiPANTS = "CATHYAECO"; "HUNTERAMARANTH" 


IM Network: ACL IM 


TM 


Users : 


participarjl 

participan’ 



-"hunteramaranth" 


Monday, July 31, 2006 4:02:34 ?M ^H||m||||k started conversation. 

Mor:day, July 31, 2006 4:02:34 FM EDT has entered the conversation. 

Monday, July 31, 2006 4 :02:34 PM ED" Brian, u busy. . .what the hell is going on 

out there, rumour is you are getting even raore richl!! 

Monday, July 31, 2006 4 :02:34 PM EDT 4H|||||^H^ ^ Administrator: NOTE: This .session i.s 

recorded and the recording is the of .Amaranth. 

Monday, July 31, 2006 4:02:34 PM EDT Brian Hunter: IM Administrator: NOTE: This session is 

recorded and the recording is the sole property of -Aiaaranth. 

Monday, July 31, 2006 4:03:21 PM EDT Brian Hunter: reallv Mfonday, Julv 31, 20C6 4:03:23 m 

EDT Brian Hunter: why is that Monday, -July 31, 2006 4:03:29 FM EDT|H|aHiH^ let see 

Monday, July 31, 2D0S 4:03:34 H4 ^ heard Monday, 4:03:49 PM 

EDT MiiiiiiiimBgk March April swap spd yo^nao^a killing Monday, July 3', 2006 4 :04:01 PM 
EDT some other swap spd too, Dec Mar 1 think Monday, July 31, 2006 4 :04 :16 ?M 

EDT ^HH||||||K: also Iheardyou were also bullish vol and fixed price Monday, July 31, 
2006 ^RiT!2s PM (||H||||||||H||H so ac cording to the market you are brilliant !!!!!!! 

Monday, July 33, wrong ... .ever ! 

Monday, July 31, 2006 4:04:48 PM EDT Brra^rii^^r: .honestly we have fJatlened alot of risk 
Monday, July 31, 2006 4:04:54 PM EDT Brian Hunter: don't really have tons on Monday, July 
31, 2006 4:04:59 FM ED? Brian Hunter: but we did have a good Mo nday, Jul y 31, 2006 4:05:00 
PM EDT Brian Hunter: day Monday, July 31, 2006 4:05:05 PM EDT fl|||Bil||lil^ t u going on 
vacation? 

Monday, July 31, 2006 4:05:06 PM EDT Brian Hunter: but pretty flat on the month Monday, 
Ju,ly 31, 2006 4 :05:10 PM EDT Brian Hunter: nono Ffcnday, July 31, 2006 4:05:14 PM EDT Brian 
Hunter: just paring down risk Monday, July 31, 2006 4:05:17 FM EDT Brian Hunter: had a 
nice. year Monday, July 31, 2006 4:05:33 FM EDT Brian Hunter: we are likely going to roll 
out and energy fund later this year Monday, July 31, 2006 4:05:41 ?M EDT Brian Hunter: so 
normalizing the books Monday, July 31, 2006 4:05:4? ?M EDT Brian Hunter: pretty mush there 
now Monday, July 31, 2006 4:05:53 FM EDT|m^H^^k; what do you mean... under a new name? 
Monday, July 31, 2006 4:06:06 PM EDT Ama ranth Energy fundtry and raise a few 

billion Monday, July 31, 2006 4:06:11 PM EDT AHHIA Monday, July 31, 2006 4 :06:1? 

PM EDT f|[||||Hi|& that’s huge Monday, July 31^!W^TO6:36 m EDT Brian Hunter: yeah 
should S^gWB^Wnday, July 31, 2006 4:06:41 ?M EDT Brian Hunter: anyways heading to audit 
meeting Monday, July 31, 2006 4:06:46 PM EDT B rian Hunter: I will be in Greenwich tomorrow 
Monday, July 31, 2006 4:06:46 FM EDT r u still the guy? 

Mon day, J uly 31, 2006 4:06:52 PM EDT BrS^^uffter: y Monday, Jul y 31, 2006 4:06:53 PM EDT 
milllilll^ oh ok Monday, July 31, 2006 4 :06:57 PM have a good flight 
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= Redacted by the Pennanent 
______Subcorffliitlee on investigalions 


From: 

Sent: 

To: 

Subject; 


Friday, August 04. 2006 10;28 AM 


RE: coHins 


Bo is done, Monday blew them up. We are doing fine, gave a little back in July but within 
spitting distance of our all time high. Market going nuts with Amaranth the featured FU 
player, they took it to Mother Rock on Monday in the h/j spread. 





2006 5:18 AM 


How are things. I was just reading about Bo Collins mess. How are you guys doing?? Was 
Collins previously at el paso?? I thought he was swinging wood for them during the boom 
times??? 


Proprietary and Confidential Information 
Confidential Treatment Requested by 
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From: Brian Hunter [■^Br@aniaranthUc.com] 

Sent: Thursday, August 17, 2006 1 :59 AM 
To: Steven Ardovini 
Subject: Re; Futures Brokers 

Still the net margin has increased 150mm but risk is lower - 111 work on some offsets, we should be able to get that back 
and more.,. 


Sent from my BlackBerry Wireless Handheld 


— Redacted by the Permanent 
— Subconynittee^nJnv e^tipaM^tTg 


Original Message- 


From: Steven Ardovin^^PBBi@amaranthllc.coin> 
To; Brian Hunter <^m||[^amaraQthllc.com> 

Sent; Wed Aug 16 21 ;23; 1 6 2(X)6 
Subject: RE: Futures Brokers 


Hi Brian - 1 tried to break out some of the points in your emails. Please let me know if it raakt^ sense. -Steve 


Since last Thursday ICE margin has gone up $87 million and NYMEX margin has gone up $476 million. At the time the 
JPM book was net long $312 million in options that offset margin. Right now the JPM book is net long only $56 million. 

I believe that his is part of the reason margin has gone up. When I get back to the office tomorrow I will compare 
individual product types in order to isolate the differences. 

Regarding the liquidity - Wc started the day off with an increase of $170 million in overall liquidity. During the course of 
the day we paid out S5 million on ISDA collateral calls and $3? million for unfinanced bank loans. The loans should be 
financed within the next 7 days. 


Also, overall margin requirements on the rest the fums positions increased by $25 million contributing to the reduction in 
liquidity since Tuesday. 


Original Message 

From: Brian Hunter 

Sent: Wednesday, August 1 6, 2006 6:06 PM 
To; Steven Ardovini 
Subject; Re: Futures Brokers 


I don’t understand this huge increase in margin at jpmu. Last thursday it was 1.3 and todat is almost 2bn. Overall risk is 
low - is this an ICE/Nymex difference? Additionally we made 250mm yesterday and firm liquidity was unch. Where did 
that go? The day prior I notice the redemption reserve. 


Sent from my BlackBerry Wireless Handheld 


Original Message 

From: Steven ArdoviniJBBWBk@amaranthnc.com> 

To: Artie DiRocco 4BBMBB@amaranthllc.coin>; Jim Glynn ^^^^@amaranthllc,com>; Tim Bailey 

^rian Hunter <BB^^B@amaranthl}c.coni>; Jeff BairdBBBHl^ amaranthllc.com>; David 
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Chasman <mUp2'aniaranthllc.com>; Mark liarvey^ 
Sent; Wed Aug 16 07:23:29 2006 
Subject; Futures Brokers 


fc@amaranthllc.com> 


«STATEMENT.PDF» «Amaranth_Daily.pdf» 
JPM UBS 

Margin RQMT 1,948,748,429.00 80,767 J287.07 


= Redacted by the Permanent 
Subcommittee on Investigations 


Net Option Value 55,756,101.80 60420.499.81 

Excess/Call 276,628,296.05 21,214,201.03 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_nEG0228439 
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From: Shane Lee amaranthllc.com] 

Sent: Tuesday, August 22, 2006 1:08 AM 
To: Brian Hunter 
Subject: Re: 

Do u Ihink u can get off your h/j if sept starts to gel smashed into bid week? 

It won’t go down now b/c no sellers.. .but I am pretty sure no one wants to get long it ar 2.45.... 

Sent from my BlackBeny Wireless Handheld 


■ ' Redacted by die Permanent 

— Subcommittee on Jnvestieatinnc 


Original Message 

From: Brian Hunter 


'amaranthUc.coin> 


To: Shane Lee ^|HP@amaranihllc.com> 

Sent; Tue Aug 22 01:00:27 2006 
Subject: Re: 

Total weather 180. Some east above in 1 1-15 but nol much. Very wann west. 
Sent from my BlackBerry Wireless Handheld 


Original Mes st^e-- — 

From; Shane Lee^^^K^a[naranthI]c.com> 
To; Brian Hunter^^H9@atnaranthllc.com> 
Sent; Tue Aug 22 00:45:17 2006 
Subject; Re; 

Yeah feels like a game of chicken right now... 


Sent from my BlackBerry Wireless Handheld 


Original Message™^^ 

From: Brian HuntCTflH|p@amaranthIlc.com> 

To: Shane Lee ^|^^amvanthIlc.com> 

Sent: Tuc Aug 2^ro!^:28 2006 
Subject: Re: 

Weather i.s significantly more bearish next 10 days - a lot different than yest. 
Sent from my BlackBerry Wireless Handheld 


Original Message 

From: Shane Lee ^B|fc@amaranthllc.com> 

To: Brian Hunter |||m^amatunthllc.com> 

Sent: Tue Aug 22 00:38:23 2006 
Subject: Re: 

Model graphics are not going to scare anyone,...forecasters are downplaying it enough 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0243257 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants; 

“Brian Hunter,” Amaranth head energy trader 
MHMf’ Unknown trader 


I = Redacted by the Permanent 
Subcommittee on Investigations 


Tuesday, August 22, 2006, 2:41:07 PM EDT 


^Ulllllllll^ hunter.. .you are a friend and the market needs you.. .so keep it up whatever your 
doing.. .just be careful 


Brian Hunter: think this is a rally to stop us out of something? 


S i have no idea what you have on 
i pray the best for you 
i really do 


Brian Hunter: ha 
Brian Hunter: ok 

Brian Hunter: things are pretty good here 



i just dont want to get behind something you are about to kill 


Brian Hunter: you’ll hear it next week 
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— Redacted by the Permanent 
pn Investigations 


From; 

Sent 

To; 

Subject: 


Wndowsadmin@amarantNlc.com 
Tuesday. August 22. 2006 2:40 PM 
amarantii dom@amaran1h.digitalsafe.net 

SUBJECT; CONVERSATION PARTiCIP/WTS = ''HUNTER_AMARANTH’; "TRDRXTRA" 


X-ZANTAZ-MESSAGE-nRTE: 09/22/2006 18:40:10; 09/22/2006 18:40:28; 08/22/2006 28:40:2 
Ce/22/200€ 18:40:29; 08/22/2006 18:40:31; 08/22/2006 18:40:34; 08/22/2006 2a;40;43; 

08/22/2006 18:40:53; 08/22/2006 18:41:07; 08/22/2006 18:41:12; O9/22/20C6 13:41:56; 

08/22/2006 18:41:54; 03/22/2006 18:42:04; 08/22/2006 18:42:05; 08/22/2006 18:42:09; 

08/22/2006 18:42:11; 00/22/2006 18:42:16; 08/22/2006 10:42:18; 08/22/2006 18:42:21; 

08/22/2006 18:42:42; 08/22/2006 19:42:59; 09/22/2006 18:43:08; C8/22/2C06 18:43:11; 

OB/22/2006 13:43:27; 08/22/2006 10:43:31; 08/22/2006 18:43:34; 03/22/2006 18:43:38; 

08/22/2006 18:43:42; 03/22/2006 18:43:53; 08/22/2006 18:44:02; 09/22/2006 18:44:04; 

06/22/2006 18:44:18; 08/22/2006 16:44:34; 08/22/2006 18:44:45; 00/22/2006 13:45:05; 

Ce/22/2006 18:45:15; 08/22/2006 18:45:37; 06/22/2006 18:45:40; 08/22/2006 18:45:46; 

08/22/2006 18:46:20; 03/22/2006 18:46:22; 08/22/2006 18:46:29; 08/22/2006 18:46:38; 

08/22/2006 18:46:42; 09/22/2006 18:46:45; 08/22/20C6 18:46:52; : 

08/22/2006 18:47:06; 08/22/2006 18:47:21; 03/22/2006 18:47:30; 08/22/2006 18:47:39 

08/22/2006 19:47:45; 08/22/2006 18:47;55; 08/22/2006 19:40:55; 08/22/2006 18:49:17 

03/22/2006 13:49:24; 06/22/2006 18:49:27; 09/22/2006 18:49:29; CO/22/2006 18:49:45 

C3/22/2C06 10:50:17; 08/22/2006 18:50:23; 09/22/2006 16:50:28 

X-ZAN’7AZ~PARTICIPANT-35fi4A>^S£a**BB^- hunter_ainaranth 
X-ZA^TAZ-RECIPIENT-NAI^E: |||||||||||^^^9Rn Hunter 
X-ZANTAZ-PARTICIPAMT-IMN/Hls^Bffe r anaranth; 

X-ZANTA2-SEtJDER-NAM£: Brian Hunter; 

X-ZANTAZ-GU:D: 172B14 63-B31D-410F-912T^BmD6AC7433956270O040459996 
X-2AJ4TAZ-URL: notused 

X-OriginalArrivalTime: 22 Aug 2006 15:11:34.0731 (UTC) FILETIHE- ;C8D441B0: 01C6C61E) 


IM Network: Vahoo IM 
IM Users s 

p a r t i G i p a n C = "hunterama r a n t h " 
pa r t i c ip a n t ° 

IM Dialog; 

Tuesday, August 22, 2006 2:40:10 ?M EDT Brian Hun ter started conversation. 

Tuesday, August 22, 2006 2:40:10 E’M EDT entered the conversation. 

Tuesday, August 22, 2006 2:40:10 PK ED? or closest too Tuesday, August 22, 

2006 2:40:18 ?M EDT Brian Hunter: 1 acutally was up pretty good today FYI Tuesday, August 

22, 2006 2:40:27 PM EDT|||M|a|: no Tuesday, August 22, 2006 2:40:29 PM EDTM|||HA i 
mean Tuesday, Augus t 22,^W ^^^3;31 PH EDT trdrxtra: the model run Tuesday, 7ffgu5^22, 
2006 2:40:34 FM EDT or the storm Tuesday, August 22 , 2006 2:40:43 PM EDT Brian 

Hunter: the one day ^^SSffly, August 22, 2006 2:40:53 PM EDT Brian Hunter: the wave that 
went into the guld without developing? 

Tuesday, August 22, 2006 2:41 :07 ?H EDT H^HH|^hunter. .you are a friend and the market 
needs you. . .so keep it up whatever your doing. . . just be careful Tuesday, August 22, 2006 
2:41:12 PM no Tuesday, August 22, 2006 2:41:36 PM EDT Brian Hunter; think 

this is a rallyt^stop us out of ■<:ome t hing? 

Tuesday, August 22 , 2006 2:41 :54 PH i have no idea what you have on Tuesday, 

August 22, 2006 2:42:04 rW best for you Tuesday, August 22, 2006 

2:42:05 PM EDT i rean^CTu?sday, August 22, 2006 2:42:09 PM EOT Brian Hunter: 

ha Tuesday, August 22, 20C6 2:42:11 FM EDT Brian Hunter: ok Tuesday, August 22, 2006 
2:42:1 6 PM EDT Brian Hunter: things are pretty good here Tuesday, August 22, 2006 2:42:18 
PM fl||||||HH|h ^ just dont want to get behind something you are about to kill Tuesday, 
August 2 : 4 2:21 PM ED T Brian Hunter: you'll hear it next week Tuesday, August 22, 

2006 2:42:42 FM £DT there is a unnansd storm Tuesday, August 22, 2006 2:42:59 PM 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG059845B 
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- Redacted by the Permanent 
___^__SLibcomrnittee^on^^ 


ED7{|||||||mi[B^: the nhc is moving into the gulf Tuesday, August 22, 2006 2:'!3;0B PM EDT 
Brian Hunter: yeah Tuesday, August 22, 2006 2:43:11 FM EDT Brian Hunter: around day 12 
right Tuesday, August 22, 2006 2:43:27 PM CDTa|a|||B|||^ i got no idea Tuesday, August 22, 
2C06 2:43:31 EMEDT Brian Hunter: stays a wav^th^w^^e time Tuesday, August 22, 2C06 
2:43:34 PM EDT but if it gets named overnight Tuesday, August 22, 2^6 2:43:38 

PM EDTfl|[M[||[|B|^t^^^nll be up huge Tuesday. August 22, 2006 2:43:42 PM ^^’7V[m|B||||||| i 
think August 22, 2006 2:43:53 PM the market will 

thursday Tuesday, August 22, 2006 2:44:02 FM EDT then get killed when the number 

comes out Tuesday, August 22, 2006 2:44:04 PM i hope Tuesday, August 22, 

2006 2:44:18 PM EDT Brian Hunter: I have seen no stontt Tuesday, August 22, 2006 2:44:34 ?M 
EDT Brian Hunter: the only thing that showed up was a wave into the gulf at dayl2 Tuesday, 
August 22, 2006 2:44:45 K4 EDT Brian Hunter: it doesn't even deveop into a wave until day5 
Tuesday, August 22, 2006 2:45:05 PM EDT Brian Hunter: chances are less than 5% it will 
even show up as a wave tomorrow or near the gulf Tuesday, August 22, 2006 2:45:15 PM EDT 
“ i realize that.. -this is an opp of a life time. . .b ut crap let it go and sell it 
tTiigher Tuesday, August 22, 2006 2:45:37 PM EDT what is your email Tuesday, 

August 22, 2006 2:45:40 PM EDT Brian Hunter; maybe August 22, 2006 2:45:40 PM ED? 

send you what i got Tuesday, August 22, 2006 2:45:46 ?M EDT Brian Hunter: 7.00 
sep^D^week is awful high Tuesday, August 22, 2006 2 :46:20 PM EDT |||||■|||||||■|||||k just sent you 
what came out Tuesday, August 22, 2006 2:46:22 FM ^l^T : at August 

22, 2006 2:46:29 FM EDT Briar. Hunter: oh Tuesday, Augus^22^006 2: 46:38 PM EDT Brian 
Hunter: are you talking about the hunderstorms in Carrieban Tuesday, Aucust 22, 20C6 
2:46:42 FM EDTft||||||^ y Tuesday, ."uugust 22, 2006 2:46:45 PM ED? Brian Hunter; it fell 
apart this afternoo^iuesday, August 22, 2006 2:46:52 P M EDT Bria n Hunter: no models 
develop anymore Tuesday, August 22, 2005 2:47:06 PM EDTmi|H||||||lk nhc just started running 
models on think that is only reason we up Tuesda^^ueust 22, 2C06 2: 47: 21 PM EDT 

Brian Hunter: A weak tropical wave is in the wrn Caribbean along 77w/7Sw 5 of ISn moving W 
15 kt . Only a slight hint of low cloud curvature is noted on vis images about the axis. 
This wave is embedded in a dry stable eavironrcer.t producing only isolated showers in its 
vicinity. 


Tuesday, August 22, 2006 2:47:30 PM EDT Brian Hunters hat one right Tuesday, Augus t 22, 
2006 2s47i39 FM i thnk so Tuesda y, August 22, 2006 2:47:45 PM E^^Tfljmillllllll^ 

go tme Tuesday, August^^T^Oo 2:47:55 FM EDTjBBB Mt; crying to figure it 
Tuesday, August 22, 2006 2:48:55 ?M EDT Brian Hu^^^^^||i|||H|||||A: Caribbean stuff is junk 
Tuesday ^tocu^ 22, 2006 2:49:17 PM EDT agredTuesSay; August 22, 2006 2:4 9:24 

EDT let it settle high Tuesday ^S^st 22, 2006 2:49:27 PM EDT MUBliBk 

sep Tuesday, A ugust. 22, 2006 2:49:29 PM EDT huge sell Tuesday, Augus^22^?0CI 6 

2:4 9:45 PM why was back end sc stro!^^uesday, August 22, 2006 2:50:17 PM 

EDT Brian Hunter; its “pretty cheap Tuesday. August 22, 2006 2:50:23 PM EDT Brian Hunter: 
and alot of cal7 rfp's next few weeks Tuesday, August 22, 2006 2:50:28 PM EDT Brian 
Hunter: good volume 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0598457 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Brian Hunter,” Amaranth head energy trader 
I” Unidentified trader 


Thursday, August 24, 2006, 12:35: 07 PM EDT 


____ = Redacted by the Permanent 
Subcommittee on lnvestigatioiis_ 


a ^”: nice offer on the f [January contract] 
all the guys that took on the h [March] 
prob [probably] choking 
u know they hedged it with x [November] 


“Brian Hunter”: y[es] 



u must find it hilarious all the liquidity that people provide u 
thinking that they are making money 




777 


= Redacted by the Permanent 

Subcommictee^njnvesti^atio^ 


From; windowsadmin^amarantNic.ooni 

Sent Thursday, August 24. 2006 12:35 PM 

To; amaranth. dom@amaranth.<£gitalsaf8.net 

Subject: SUBJECT; CONVERSATION PARTICIPANTS = "HUNTERAMARANTH''; "MWDGUPTAA” 


IM Network: ACL IM 
IX User.-5: 


parriciparst' 

participant^ 

IM Dialog : 


Thursday, .August 24, 2006 12535:07 HI ED7 Brian Hunter started ccr.vcrsat ion . 

Thursday, .August 24, 2006 12:35:07 FM ED7am|H||Aa has entered the conversat ion . 

Thursday, August 24, 2006 12:35:07 m EDT B^u^unter : IM Administrator: NOTE; This 
se.ssinn is recorded and the recording is t he sale p rops rty of Arearanth. 

Thursday, August 24, 2006 12:35:07 PM EDT IM Administrator: NOTE: This session 

is recorded and the recording is the sole property of Amaranth. 

Thursday, August 24 , 2 0 0 6 12 : 35 : 07 PM EDT HH^|||||||||k: Rice offer on the f Thursday, August 
24, 2006 12:35:14 PM EDT ail th^guy^that took the h Thursday, August 24, 2006 

12 :35:13 PM ^^7 prob choking Thursday, August 24, 2006 i2:35;5'7 PH'edT 

'4 knov^ne^iedged it with x Thursday, August 24, 20C6 12:36:41 PM EDT Brian 
Hunter: y Thursday, August 24, 2006 12:37:16 ?M Ei^T||P||im|||||^ u must find it hilarious 
ail the liquidity that people provide u Thursday, Augus^2^^^006 12:37:28 PM EDT 
fMjillilllllllll^: thinking that they are mkair.g money 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REGQ624277 
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From: Shane Lee p "* — ■ 

Sent: Sunday, August 27, 2006 1 1 :08 PM i“ c PcTmanem 

To: Brian Hunter ' Sub^^mee o„ i„ve.,«a,.on. J 

Subject: Fyi 

Coo! new thing in ice. Somebody has built a system, I am assuming external, that auto trades prices at targets, but keeps 
the orders off screen. I noticed I would put in an order between the market and be done instantly. Happened many times 
today. Really cool. .wonder who built it.. ..that’s exactly the tiung u were talking about trying to do. Your numbers slay 
silent. 


Sent from my BlackBerry Wireless Handheld 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0232231 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Brian Hunter,” Amaranth head energy trader 
Unknown trader 


Monday, August 28, 2006, 8:41:02 AM EDT 


- Redacted by the Permanent 
Subcommittee on Investigations 


« dude...i own the 6.50 puts 
i have no idea 
what to do 


Brian Hunter: wait 
Brian Hunter: lots of day left 

Brian Hunter: and guys trying to defend this like crazy 


uv [September/October spread] should blow out. ..but if we stay around 6.50.. .it 
might hang in there 


Brian Hunter: not buying because they Uke 
Brian Hunter: buying to defend price 
Brian Hunter: which always always gets you 
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= Redacted by the Permanent 
Subcommittee on Investigations 


From: vt'indov>sadmin@amararfMlc.ccim 

Sent Monday, August 2B, 2006 B:41 

To: amaranth.dom@amaranth.dgHatsafe.net 

Subject: SUBJECT: CONVERSATION PARTICIPANTS = "HUNTER.AMARANTH”: "TRDRXTRA- 


IM Network: Yahoo IM 
IM Users: 

participant “"hunt er_air, a ranth" 
p a r 1 1 c i p an t “ 'Ijlllllllllllimiim 
IK Dialog: 

Monday, August 2B, 2006 8:40:49 PM EDT Brian Hunter started conversation. 

Monday, August 26, 2006 8:40:49 AM EDT has entered the conversation. 

Monday, August 28, 2006 8:40:49 AM EDT Briai^Iunter: see Z6 I-tonday, August 28, 2006 

8:40:51 AM EDT Brian Hunter: 6.60 Monday, August 23 , 2006 8:40:58 AM EDT Brian Hunter; uh 

oh Monday, August 28, 2C06 dude . . i own the 6.50 puts Mondsy, 

■Aug ust 28, 2006 8:41:08 AM EDT WHjll have no idea Monday, August 28, 2006 8:41:10 AM 
what to do Monday, August 26, 2006 9:41:22 AM EDT Brian Hunter: wait Monday, 
August 29, 2006 8:41:30 AM EDT Briar. Hunter: lots of day left Monday, August 29, 2006 
0:41:41 .AM EDT Bria n Hunter: and guys trying to defend this like crazy Mondsy, August 28, 
2006 6:41:43 AM £T)T ^|BHilll^ should blow out .. -but if we stay around 6.50. ..it ir.ight 
hang in there Monday, August 23, 2006 8:41:51 AM EDT Brian Hunter: not buyi.nq because they 
like Monday, August 26, 2006 8:41:55 AM EDT Brian Hunter: buying to defend price Monday, 

August 28, 2006 8:42:10 AM EDT Brian Hunter: which always always gets you Monday, August 

26, 2006 8:43:01 AM EDT that guy that ju st sw ept it up to 70 on 1000 lots needs 

□t get out Monday, Augus^^^^^^uCS 6:43:03 AM EDT A|||||||■■■k still Monday, August 28, 2006 
8:43:54 AM EDT Brian Hunter: 1 think they might ge^o^^^rMonday, August 28, 2006 0:46:53 
AM EDT Brian Hunter^j^E guys said that was 30 seconds of buying Monday, .A ugust 28, 2006 
8:47:16 AM EDT so one guy Monday, August 2 8, 2C06 6:47:25 AM £I^T|B|B|fl|: i 

mean Monday, Au^st 28, 2006 e:4T;25 AM EDT^^HHb: so not one guy Mondai^Augusc 28, 

2006 6j4 6:47 AM EDT Brian Hunter: it was one gu^Monday, August 28, 200 6 0:49:46 AM EDT 

ok this sucks Monday, August 2 8, 2006 8:49:52 Al-1 EDT well Monday, 

Au^st£8^ 2006 8 : 4 9 : 5 9 AM EDT cash under screen Mond^^^Au^st 28, 2006 8:50:07 

AM EDT HHHv j'Jst means the^Tincill it tomorrow Monday, August 28, 2006 8:50:13 AM 
EDT Brian Hunter: yeah Monday, August 20, 2006 0:50:16 AtH EDT Brian Hunter: bid week 
Monday, August 29, 2006 8:50:20 AM EDT Brian Hunter: or nobid week Monday, August 28, 2006 
8:59:59 AM EDT ||H|||m^ kess selling vol Monday, August 26, 2006 9:00:03 AM EDT JIIIIIHIIIIft 
pretty heavy MonaayTAugust 28, 2006 9:01:52 AM EDT Brian Hunter: v vol is stupi:^K^^^^* 
Monday, August 20, 2006 9:02:19 AM EDT Brian Hunter: if people like Sept so much - v 5.50p 
are the sale of the year 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0649752 




781 


Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Brian Hunter,” Amaranth head energy trader 
I” Unidentified broker 


Monday, August 28, 2006, 9:13:29 AM EDT 
Brian Hunter: get as many as you can on these 

Brian Hunter: you don’t need me to tell you to stop 
Brian Hunter: until 10k :) 

1 sweet 

Brian Hunter: which will you will never get to 
: you know i’ll try 


,= Redacted by the Permanent 

nn Investigations 
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= Redaclcd by the Permanent 
Subcommittee on Investigations 


From: 'iMndowsadniin@amarartthAc.com 

Sent Monday, August 28, 2006 9;10 AM 

To: amaranth dQm@amaranth.cigitalsafe.net 

Subject; SUBJECT: CONVERSATtON PARTICIPANTS = "CUPCRA2Y2525''; 

"HUNTERAMARANTH* 


IM Ne-workj AOL IM 


IM 


Users; 


part 

part 


icipar.C' 

icipar.t' 



'"hur.teranaranth" 


IM Dialog: 

Monday, August 23, 2006 9:1D;08 AM £D? started conversation. 

Monday, August 2S, 2006 9:10:08 AM EDT Brian Hunter has entered the conversation. 

Monday, August 29, 2006 9:10:08 AM EDT that's what i said Monday, August 23, 

2C06 9:11:04 AM EDT buy S^Io^^onday, August 23, 2006 9:11:13 AM EDT Brian 

Hunter: sold Monday 9:13:29 Aid EDT Brian Hu nter: get as irany as you can 
on these Monday, August 26, 2006 9:13:33 AM EDT ^ Monday, August 23, 2006 

9:13:44 AM EDT Brian Hunter: vou don’t need ree to tell you to stop Mondav, August 26, 2006 

9 :13:51 AM._Z DT Brian Hunter: until 10k i) Monday, .August 28, 2C06 9:13:55 AM EDT 

sweet Monday, .August 26, 2006 9:13:58 AM E DT Brian Hunte r; which will you 
■^^^ne^^^get to Monday, August 28, 2006 9:14 sl3 A M |||[||||||i||m||||^ you knew i’ll try 
Monday, August 28, 2006 9!l7;iB AM EDT 1-7 b^^l^O^Monday, August 28, 20 D6 

9il7;22 AM EDT cupcra2y2525 : 1.5 bid MonSayTAugust 28, 2C06 9:17:38 AM DDT^|BIHi|||||k 
says he has a 1.7 offer into him Monday, August 28, 2006 9:18:51 AM EDT Briarwlunt^^^lCi 
Monday, August 23. 2006 9:18:53 AM EDT Brian Hunter: all Monday, August 28, 2006 9:18:55 
AM EDT Brian .Hunter: pis Monday, August 26, 2006 9:19:10 AM EDTa^H|jm||^ first 2 i 
did nymex Monday, August 28, 2006 9:19:22 AM EDT Brian Hunter :^^^^onaay^Mugust 2B, 2006 
9:19:25 AH ED T Brian Hunter: can you cheenge hfcinday, August 20, 2006 9:19:25 -AM EDT 
(■IIIIIIBIIIIIIBII trying to change it Monday, August 26, 2006 9:19:34 AM EDT Brian Hunter: too 
close to nyir.ex xpiry Monday, August 28, 2006 9:19:41 AM EDT Brian Hunter: I’d lower it by 
2 tics Monday, August 28, 2006 9:19:50 AM CDT|MHHi||[M k 

Monday, August 28, 2006 9:35:40 AM EDT / ice flat / 5 tics 

Monday, August 28, 2006 9:36:03 AM EDT I actually can take these as Nymex 

Monday, August 28, 2006 9:36:06 AM EDT Brian Hunter: I have soirq room Monday, August 28, 
2006 9236^0^^4 EDT Brian Hunter: just let Matt know Monday, August 28, 2006 9:36:16 AM 
EDTMHUHHv k Monday, August 28, 2006 9:36:20 .AM EDT Brian. Hunter: I can do up to 
1000 Nymex clear pen last Monday, August 28, 2006 9:36;23 AM EDT Brian Hunter: but let 
Matt know Monday, August 28, 2006 9:36:27 AM EDT k 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0649771 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Brian Hunter,” Amaranth head energy trader 
’ Unidentified 


Monday, August 28, 2006, 9:19:04 AM EDT 


= Redacted by the Permanent 
SubcomiTUttee on Investigation^ 


Brian Hunter: pis 

Brian Hunter: too close to Nymex expiry limits 



I will ask for ICE 
he doesn’t usually ICE 


Brian Hunter: yeah 

Brian Hunter: but I might be over Nymex limits tomorrow dependig [depending] on 
settle price 


■: he will ICE clear 


Brian Hunter: thanks 
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From; windosvsadmiri^^amaranthMc.com 

Sent Monday. August 26, 2006 9:11 AM 

To: amaranth. dom@amaran^.digitalsafe.nat 

Subject: SUBJECT: CONVERSATION PARTICIPANTS = 'CATHYAECO"; "HUNTERAMARANTH" 


IM Network: AOL IM 


eranararsCh" 


IM Dialog; 

Monday, August 28, 2DC6 9:10:41 AM started conversation. 

Monday, August 29, 20CS 9:10:41 AM EDT Brian Hun ter has entered Che conversation. 

Monday, August 26, 2006 9:10:41 III Mil h 10.90 put live 2.235/2.295 Monday, 

August 26, 2006 9 : 13 : 16 AM EDT Calgary or CT? 

Monday, August 26, 2006 9 : 14 : i7^^^Eff^9rian Hunter: calgray Monday, August 28, 2006 
9:15:46 AM EDT 9^ back? 

Monday, August 23^2tjf^9 : 3 6 : 00 AM EDT MHUMBU is Donohoe in CT or Calgarv? 

Monday, August 2B, 2006 9:16:29 AM EDT Bris^lunter: CT Monday, August 26, 2006 9:16:52 AM 

EDT Brian Hunter: whot is the bid for cash going to be Monday, August 29, 2006 9:1?:01 Aid 
EDT Brian Hunter: for cash this v^ekend Monday, August 23, 2006 9:17:11 A M EDT 
pen vs LD .02 bid SOO/.’no Monday, August 28, 2006 9:18:01 AM EDT 345 lef^no?^^ 

Monday, August 2 8, 2006 9:18:40 AM EDT Brian Hunter: sold Mbnday^Augus^26, 2006 9:18:58 
AM EDT MBliBBi: done .NYMEX cleared Richie Monday, August 28, 2006 9:19:01 AM ED? Brian 
Hunter: ICE Monday, August 26, 2006 9:19:04 AM EDT Briar. .Hunter: pis Monday, August 23, 
2006 9:19:17 AM EDT Brian Hunter: too close to Nyrsex expiry limits Monday, August 2B, 2006 
9:19:38 A M £0T mimill: I will ask for ICE Monday, August 28, 2006 9:19:53 AM EDT 

he doe.snt usually ICE Monday, August 29, 2006 9:20:12 AM EDT Brian Hunter; yeah 
Monday, August 28, 2C06 9:20:27 AM EDT Brian Hunter: but I might be over Nymex lii^i ts 
tomorrow dependig on settle price Monday. August 28, 2006 9:20:37 AM EDT jflHlHIflp he 
will ICE clear Monday. Augus t 29, 2006 9:20:42 AM EDT Briar, Hunter: thank^Konoay/ August 
28, 2006 9:21 :23 AM sell mere PEN vs LD? 

Monday, August 28, 2006 EDT Brian Hunter: yup Monday, August 28, 2006 9:21:42 

W^D^B^an Hunter: only ICE or direct though .Monday, A ugust 28, 2 006 9:23:22 AM EDT 

gotcha Monday, August 26. 2006 9:24:35 AM /.018 pen vs LD now 

Monday, August 28, 2006 9:24:49 AM EDT Brian Hunter: ok hSnday^ATgust 28 , 2006 9:2 4:51 AM 
EDT Brian Hunter: I am best offer Monda y August 28, 2006 9:24:59 AM EDT ok 

Monday, August 28, 2006 9 : 2 6 ; 03 W4EDTjB§fc»: cal? 9/7 ps 9.58x . 865/^^onday, 

August 28, 2006 9:30 :48 AM EDT ps 9.58x .87/. 88 Monday, August 28, 

2006 9:32:05 A M EDT Oct 8 call 6.7Cx .34/. 37 Monday, August 28, 2006 9:32:43 AM 

EDT IIHHHIII for a h 10.90 put live 3000/nio up...wa got 2,235/2.295 

500/mo up Monday, August 28, 2006 9:38:00 AM EDT fl|M||||||M: Oct 8 call 6.70x . 33/. 365 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: = Redacted by the Pemanent 

“Brian Hunter,” Amaranth head energy trader Subcommittee on investigations 

“mtjdonohoe,” Amaranth trader 


Monday, August 28, 2006, 12:26:07 PM EOT 

mtjdonohoe: hey i would take|m|off pens [options expiring on penultimate day of 
trading]]. ...anything you sell through^JPwill end up at cent [Centaurus] 

Brian Hunter: ok 

Brian Hunter: np [no problem] 

mtjdonohoe: he’s [Centaurus] .5 cents better bid than anyone else 


Brian Hunter: lets hit him at close 
Brian Hunter: with 1 minute left 


mtjdonohoe: right 

Brian Hunter: then he is short the LD [last day of trading] 
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From: windovtsadminigamaraiithlic.com 

Sent Monday, August 28. 2006 12:15 PM 

To: amaranth.dom@amaranth.digitatsafe.net 

Subject SUBJECT: CONVERSATION PARTICIPANTS = “HUNTERAMARANTH"; "MJTDONOHOE" 


IM Ketwork: ACL IM 
IM Users: 

participant= "hunter amaranth" 
part icipant="mjtdonohoe" 

IM Dialog: 

Monday, August 28, 2006 12:15:04 PM EDT Matthew Dcnohoe started conversation. 

Monday, August 28, 2006 12:15:04 PM EDT Brian Hunter has entered the conversation. 

Monday, August 26, 2006 12:15:04 34 EDT Matthew Donohos: hey| Monday, August 23, 2006 
12:15:04 PM DD? Matthew Donohoe: heyj Monday, August 2B, 2006 12:15:10 ?M EDT Matthew 
Donohoe: cent is trying to buy pen Monday, August 28, 2006 12:15:10 ?M EDT Matthew 
Danohoe: cent is trying to buy pen Monday, .August 20, 2006 12:15:14 PM EDT Matthew 
Donohoe: lots of them Monday, .August 29, 2006 12:15:15 PM ED? Matthew Donohoe; lots of 
them Monday, August 28, 2006 12:15:32 FM EDT Brian Hunter: yeah Monday, .August 23, 2006 
12:15:33 PM EDT Briar. Hunter: yaah Monday, August 28, 2006 12:15:41 PM EDT Brian Hunter: 
we won't sell to them Monday, August 28, 2006 12:15:41 P.M EDT Brian Hunter: we won't sell 
to their, Monday, August 20, 2006 i2:17;23 34 EDT Brian Hunter: calling Monday, August 26, 
2C06 12:17:23 PM ED? Briar. .Hunter: calling Monday, August 28, 2006 12:17:24 PM EDT Matthew 
Donohos: just to let you know Monday, August 20, 2006 12:17:24 PM EDT Matthew Donohoe: 
just to le t you know Monday, August 23, 2006 12: 26:07 ?M EDT Matthew Donohoe: hey i would 
take MBS pens ... .anything you sell thrcugh^i^ will end up at cent Monday, August 
28, 2006 12: 26:0 7 PK EDT Matthew Donohoe: hey i wuid take off pens. ... anything you 
sell throughUl^ will end up at cent Monday, August 23, 2006 12:26:17 PM ED? Brian Hunter: 
ok Monday, August 28, 20C6 12:26:17 R4 EDT Brian Hunter: ok Monday, August 23, 2006 
12:26:18 EM EDT Brian Hunter: np Monday, August 20, 2006 12:26:18 PM EDT Brian Hunter: np 
Monday, August 28, 2006 12:26:25 PM EDT htetthew Donohoe: he*s .5 cents better bid than 
anyone else Monday, August 28, 2006 12:26:25 PM EDT Matthew Donohoe: he's .5 cents better 
bid than anyone else Monday, August 28, 2006 12:26:50 PM EDT Brian Hunter: lets hit him at 
close Monday, August 29, 2006 12:26:51 PM EDT Brian Hunter: lets hit him at close Monday, 
August 26, 2006 12:26:54 34 EDT Brian Hunter: with 1 minute left Monday, August 28, 2006 
12:26:55 34 EDT Brian Hunter: with 1 minute left Monday, August 28, 2006 12;27i02 34 EDT 
Matthew Donohoe: right Monday, .August 20, 2006 12:27:02 PM EDT Matthew Donohoe: right 
Monday, August 26, 2006 12:27:02 PM EDT Brian Hunter: then he is short the LD Monday, 
August 20, 2006 12:27;03 34 EDT Brian Hunter: then he is short the LD 


1 
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Permapent Subcommittee on Investigations Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Brian Hunter,” Amaranth head energy trader 
f’ Unidentified trader 


= Redacted by the Permanent 
Subcommittee on Investisations 


Monday, August 29, 2006, 2:29:12 PM EOT 


Brian Hunter: well-I would bet they’ll be an investigation into this by Friday 



lot [laughing out loud], we have seen it before 
no limits on swaps just keep lifting 
everyone was short 
have to cover by buying futures 
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- Redacted by the Permanent 
Subcommittee on Jnvestipaiions 


From: windov.«admin@arfvaranlhHc.com 

Sent: T uesday, August 29, 200G 212 PM 

To: amaranth.dom@amaranth.digitalsafe.net 

Subject: SUBJECT; COhiVERSATtON PARTICIPANTS = "CRUMMERTD”; "HUNTERAMARANTH" 


IM Network: AOL IM 


participant^ 



"hunter amaranth" 


IM Dialog: 

Tuesday, August 29, 2006 2:12:24 PM ED? ([^^^I^^^started conversation. 

Tuesday, August 29, 2006 2:12:24 PM ED? Brian Hunter has entered the conversation. 

Tuesday, August 29 , 2C06 2:12:24 EM EDT told you it was short Tuesday, .>\ugust 

29 , 2006 2:12:33 ^ this fflSker^Barket Tuesda^^^^^^29, 200 6 2:12:40 PM 

do itF^RpBfc.ly it was '^u Tuesday, August 29, 2006 2: 24^46 you owe me 

saying s hort (9:S!2:35 AM I : I sept' oct 

spreader^m^mlm^^^^^e AM) : buy sep1^m|||l|||||||(9:52:4l AM): sell oct Tuesday, August 
29, 2006 2^^4 ^pM EDT Brian Hunter; gu^^w^a^setetlent vboiurae is Tuesday, Aucust 29, 
2006 2:25:45 PM EDT Brian Hunter: 30C0 Tuesday, Augus t 29, 2C0 6 2:25:43 EM EDT Brian 
Hunter: lots Tuesday, August 29, 2006 2:26:34 EW EDT 1^H|H|||||^ you this morning that 
was the trade Tuesday, August 29, 2006 2:26:41 EM EDT^^HHm^ by, by oct tomorrow 
Tuesday, August 29, 2006 2:29:12 EM EDT Brian Hunter: -^f^^Iwouid bet th^yjlibe an 
investigation into this by Friday Tuesdiay, August 29, 2006 2:29:44 PM ED T 40MBHA 
we have seer, it before Tuesday, August 29, 2006 2:30:14 fW EDT on 

swaps just keep lifting Tuesday, August 29, 20 06 2;30;19 PM everyone was 

short Tuesday, August 29, 2006 2:30:33 EDT ||||||||||HHl' to cove^by buying futures 

Tuesday, August 29, 2006 2:31:49 PM EDT Brian Hunt^^^l think a lot o£ people set up to go 
in long cash Tuesday. August 29, 2006 2:32:01 PM Tuesday, August 29, 

2006 2:32:09 EM EDT now they have to sell oc^agaTnst it Tuesday, August 29, 

200 6 2:32 :17 FM EDT ||■||||||||||[|A by by oct Tuesday, August 29, 2006 2:32:33 PM EDT 
Mjl^HlIBkh^ter I snowec^ou the play book this am Tuesday, August 29, 2006 2:32:44 PM 
you needed to pick up the ball Tuesday, August 29, 200 6 2:32:49 ?M EDT 
throw it Tuesday, August 29, 2006 2:33:09 PM EDT^||||||H||^ old dog still 
cricks up his sleeve Tuesday, August 29, 2006 2: 33:29^^^W^srian Hunter: 
hahaha Tuesday, August 29, 2006 2:33:34 PM EDT Brian Hunter: I shorted hub dailes 


CONFIDENTIAL TREATMENT REQUESTED 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant 


Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“Brian Hunter,” Amaranth head energy trader 


I,” Unidentified trader 


Tuesday, August 29, 2006, 3:22:25 PM EOT 



Brian Hunter: boy I bet you see some CFTC inquiries for the last two days 



until they monitor swaps 

no big deal 

it’s all swaps now 
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- . Redacted by the Peimanent 

S„beo ~.^i»eemilnvesti|;athin5_ 


From: winckjwsadmin^amaranlhBc.com 

Sent Tuesday, August 29, 2006 3:22 PM 

To: amBranth.dom@amaranth.digitaiBafe.net 

Subject SUBJECT; CONVERSATION PARTICIPANTS = "CRUMMERTD"; "HUNTERAMARANTH" 


/29/2006 19 
Ofi/29/2006 19 
03/29/2006 19 


X-ZWTAZ-hESSAGE-D,A.rE: 08/29/20G6 19:22:11; 03/29/2006 19:22:25; C8/29/2006 : 
OS/29/2006 19:22:49; 08/29/2006 19:22:59? OB/29/2G06 19:23:31; 09/29/2006 19 

00/29/2006 19:23:42; 03/29/2006 19:23:49? 03/29/2006 29:23:57; 00/29/2006 19 

0B/29/2Q06 19:23:59; 06/29/2006 19:24:00; 00/29/2006 19:24:07; 09/29/2006 

00/29/2006 19:24:23; 06/29/2006 19:24:25; 08/29/2006 19:24:26; 

00/29/2006 19:25:14; 08/29/2006 19:25:24; 08/29/2006 19:25:44; 

CS/29/20C6 19:26:13; 09/29/2006 19:26:31; 08/29/2006 19:26:38; 

08/29/2006 19:26:50; 03/29/2006 19:26:51; 08/29/2006 19:26:52; 08/29/2006 19 

06/29/2006 19:26:56; 06/29/2006 19:27:06; 03/29/2006 19:27:15; G8/29/2C06 19 

08/29/2006 19:27:36; 08/29/2006 19:28:05; 08/29/2006 19:28:13; 08/29/2006 19 

08/29/2006 19:33:26; 03/29/2006 19:36:52; 08/29/2006 19:37:03; 08/29/2006 19 

08/29/2006 19:37:44; 08/29/2006 19:37:48; 08/29/2006 19:37:55; ! 

C8/29/20C6 19:38:03; 03/29/2006 19:38:12; 08/29/2006 19:38:29; 08/29/2006 19: 

03/29/20C6 19:39:56 

X-Z.WTAZ-P.ARTICIPANT-lMt'iAMES: hunterama ranth, 

X-2ANTAZ-RECIPIENT-N’AhE: Brian Kunte 


9:22:' 
23:39 
23:58 
24 ; 16 
24:55 


X-3Ah’T.A2-PAJ^TICI?.Ar4T-IW4W^S£«|||«*|||||| hunceramaranch 
X-2ANTAZ-SENDER-NAME: m(B^^3riai^utiter 

X-ZANTAZ-G'JID: 1A£4B42(?-e; 6B6-4F37-AAFB-742CB7 6BE9674 1254210670103156 
X-2ANTAZ-URL: notused 

X-OriginaLArrivalTijrte: 29 Aug 2006 19:40:39.0440 (UTC) FILETIME'--i01A5F900:01C6CBA3) 


:M Ntstwork: AOh 2M 


IM Users: 


IM Dialog: 

Tuesday, August 29, 2006 3:22:11 PM EDT started conversat ion • 

Tuesday, August 29, 2006 3:22:11 PM ED? Briar. Hunt er has entered the conversation. 

Tuesday, August 29, 2006 3:22:11 PM EDT Administrator: NOTE: This session is 

recorded and the recording is the sole propert^of Amaranth. 

Tuesday, August 29, 2006 3:22:11 PM EDT Brian Hunter: IM Administrator: NOTE: This session 
is recorded end the recording is the sole property of Amaranth. 

Tuesday, August 29, 2006 3:22:11 PH EDT Brian Hunter: classic pump and dump Tuesday, 

August 29, 2006 3:22:25 K4 EDT Brian Hunter: boy I be t you see some CFTC inquiries for the 
last two days Tuesday, August 29, 2006 3 :22:44 PM they monitor swaps 

Tuesday, August 29, 2006 3;22;48 ?M ED? no bi^aeal Tuesday, August 29, 2006 

3:22:59 PM EDT its all swaps no%^uo^ay, August 29, 2006 3:23:31 PM EDT Brian 

Hunter: any time there is a 70 centcaHy in 40 minutes on no fundamental event Tuesday, 
August 29, 2006 3:23:39 PM EDT (HHIP: settle Tuesday, August 29, 2006 3:23:42 PM EDT 
fundamental Tuesday, August 2 9, 2006 3 :23:49 FM EDT still a hole 

Tuescay^August 29, 2006 3:23:57 PK EDT now oct on tn^othe^nand Tuesday, 

August 29, 2006 3:23:58 R4 EDT Brian Hunt e^^TCug as for Sept? 

Tuesday, August 29, 2006 3:23:59 ^ yours Tuesday, Aug ust 29, 2 006 3:24 :00 

PM EDT Brian Hunter: 1 guess Tuesday, A’a^st29^2006 3:24:07 ?M EDT big spread 

to winter Tuesday, August 29, 20C6 3:24:16 FM EDT Brian Hunter: aybe TSso^^^igust 29, 
2006 3:24:23 PM EDT Brian Hunter; it will get investigated Tuesday, August 29, 2006 
3:24 :25 ?M EDT Brian Hunter: for sure Tuescay^Augu^ 29, 2006 3:24:26 PM EDT MBiM 
yes Tuesday, August 29, 2006 3:24;55 FM Zl) 7 WtKtttKtk they should find out what morons 
were selling sept swaps 19 cents below swing swaps Tuesday, August 29, 2006 3:25:14 PM EDT 


CONFIDENTIAL TREATMENT REQUESTED 
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3:25:24 PK EDT Brian Hunte^^^i^e were Pnli mange reent on sept/oct spread Tuesday, August 
29, 2006 3:23:44 EM EDT BBBW Bl; well they managed it VERY poorly Tuesday, August 29, 
2006 3:25:56 EM EDT flHHiiP' ^ told y ou this mo rning that could an should happen 
Tuesday, August 29, 2006 3:26:13 ?M EDT even aeco was 30 cents under oct 

Tuesday, August 29, 2006 3:26:13 ?M EDT true - I tohught they would bring v 

do\vr. though Tuesday, August 29, 2006 3:26:31 PM EDT thats were we differed this 

am Tuesday, August 29, 2006 3:26:38 FM EDT thought they were long sept 

Tuesday, August 29, 2006 3:26:43 PM EDT Brla^JiInte^ y Tuesday, August 29, 2006 3:26:50 
PM EDT ||■|||■||||■||||||A: I figured they were sort Tuesday, August 29, 2006 3:26:51 E M EDT Brian 
Hunter^j^Sov^^eryone was long sept Tuesday, August 29, 2006 3:26:52 PM 
short Tuesday, August 29, 2006 3:26:53 EM EDT Brian rlunter: everyone Tuesday, Augj^^^^, 
2006 3:26:59 EM EDT Brian Hunter: no dude Tuesday, August 29, 2006 3:27:09 PM EDT Brian 
Hunter: that was maipulated Tuesday, August 29, 2006 3:27:15 ?M E)DT well they 

made a boat load Tuesday, August 29, 2006 3:27:33 PM EDT Brian Hunte^^yea^^Kesday, 

August 29, 2006 3:27:36 PM EDT Brian Hunter: that's what I mean Tuesday, August2^^^^0 6 
3:28:05 ?M EDT I hear yah Tuesday, August 29, 2006 3:28:13 ?>} EDT flHjjHHI: 

nice settles Tuesday, August 29, 2006 3:29:08 ?M EDT Brian Hunter; yeah call just trades 
26 under settle Tuesday, August 29, 2006 3 : 33^26»tEOTW|^^*M^ when are we having a 
beer Tuesday, August 25, 2006 3:36:52 PM EDT August 29, 20C6 

3:37:03 ?M £DT||||||||imm|^ tough to grab your attention Tuesday, August 29, 2006 3:37 :38 FM 
EDT Briar. Hunter; yeah Tuesday, August 29, 2006 3:37:44 ?M EDT Brian Hunter: Thursday 
Tuesday, August 29, 2006 3:37:43 EM EDT Brian Hunter; maybe next tues Tuesday, August 29, 
2006 3:37:55 EM EDT Brian Hunter: when my hub swaps are ateai :) Tue sday, Augu st 29, 2006 
3:38:03 PM EDT 0|H||H||k Tuesday, August 29, 20C6 3:36:12 PM uDTf|||||||[ilH^^: you name 
it Tuesday, Augi^^^S^2006 3:36:29 Fhl your busyicr than I am Tuesday, 

August 29, 2006 3:39:44 PM EDT Brian Hunter: shoid be good Tuesday, August 29, 2006 
3:39:56 PM EDT Brian Hunter: my book hasn't looked this flat in soma timw 
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Permanent Subcommittee on Investigatiops Selected Excerpts from Instant 
Messages and E-mails Obtained from Amaranth LLC 


Participants: 

“ Brian Hunte r,” Amaranth head energy trader 
’ Unidentified trader 


Wednesday, August 30, 2006, 3:21:02 PM EDT 


- Redacted by the Permanent 
Subcommiiiee on lnvestimtia„. 


Brian Hunter: BTW [By the way] this settlement is unbelievable how much attention it 
has with regulators 

Brian Hunter: it’s a massiv subpoena-fest on the way 



how come they always call you and never us 
hmmmm 

the problem they have is it will take them years to figure out what happened 


Brian Hunter: its not that hard 

Brian Hunter: and they have a lot more practice 

Brian Hunter: its not physical manip [manipulation] 


|: true 

: I think they should get the floor trades and the ice swaps 



that would tell the tale 
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= Redacted by the Permanent 
Subcommittee on Investigations 


From; 

Sent 

To: 

Subject: 


vvindovt«admin@a maranthltc.com 
Wednesday, August 30, 2006 3:21 PM 
amaranth dom@amaranth.digitaisafe.net 

SUBJECT: CONVERSATION PARTICIPANTS = “CRUMMERTO"; "HUNTERAMARANTH" 


IM Network: AOL IM 
IM User.s: 


part 

part icipar.t'’”hun ter amaranth" 

IM Dialoq: 

Wednesday, August 30, 2006 3:20:35 IW EOT B^^^ffcnter started conversation. 

Wednesday, August 30, 2006 3:20:35 EM has entered the conversation. 

Wednesday, August 30, 2006 3:20:35 ?M EDT Brian Hunter: yeah Wednesday, .August 30, 2006 
3:21:02 PM EDT Brian Hunter: BTW this settlement is unbelievable how much attention it has 
with regulators Wednesday, Augiist 30, 2006 3:21:13 PM EDT Brian Hunter: its a itiassiv 
subpoena-fest on the way Wednesday, .August 30, 2006 3:21:57 EM EDT how come 

they always call you and never us Wednesday, Augus^3^^2006 3:22:02 FM EDT 
hmirLfim Wednesday, August 30, 2006 3:30:32 FM EDT Che problem they have is it 

will take them years to figxire out what happened Wednesday, August 30, 2006 3:30:42 PM EDT 
Brian Hunter: its not that hard Wednesday, August 30, 2006 3:30:52 PM EDT Brian Hunter: 
and they have alot more pratice Wednesday, August 30, 2C06 3:30:5 9 Kd EDT B rian Hunter: 
its not physical roanip Wednesday, August 30, 2 00 6 3: 51:01 ?M ED? true 

Wednesday, August 3C. 2006 3:31:25 PN ED7 d||||||||B|||ft I think they should get the floor 
trades and the ice swaps Wednesday, Augusl^O^TOOb 3: 31:30 cM EDT (■HBlliB would 

Cell the tale Wednesday, August 30, 2006 3:31:33 ?M ED? Brian Hunter: rts ea.sy Wednesday, 
.August 30, 2006 3:31:43 PM EDT Brian Hunter: 1. Find out who was really long sept 
f inaicr.aical Wednesday, August 30. 2006 3:32:08 PM EDT||H^|||PH||||^Vou really don't think 
arnold was involved? 

Wednesday, August 30, 2006 3:32:12 FW EDT Brian Hunter: no Wednesday, .August 30, 2006 
3:32:13 ?M EDT Brian Hunter: Sempra Wednesday, August 30, 2006 3:32:14 PM ED? Brian 
Hunter: Hess Wednesday, August 30, 2006 3 :32:19 FM EDT Brian Hunter: that's it Wednesday, 
August 30, 2006 3:32:30 PM EDT big move for two small shops Wednesday, August 

30, 2006 3:33:11 PM ED? has to be someone bigger in there helping out 

Wednesday, August 30, 20C^3 m 3721 ?M ED? Brian Hunter: 9500 during last half hour 
Wednesday, August 30, 2006 3:33 :30 PM EDT Brian Hunter: they bought 7k-8k of it Wednesday, 
August 30, 2006 3:33:45 ?M EDT I thought Ik was the limit into settle 

Wednesday, August 30, 2006 3:33 ^^wTeDT Brian Hunter: nope Wednesday, August 30, 2006 
3:33 :56 PM EDT Brian Hunter: they can take up to Sk Wednesday, August 30, 2006 3i34;41 PM 
what is the normal volume during settle? 

Wednesday^Augusc 30, 2006 3:35:07 PM ED? Briar. Hunter: its been shrinking Wednesday, 
August 30, 2006 3:35:11 IM EDT Brian Hunter: used to be over 20 Vfedr.esday, Augu.st 30, 2006 
3:35:13 FM EDT Brian Hunter: this is near a low 'Wednesday, August 30, 2006 3: 35;2S PM EDT 
more people doing swaps Wednesday, August 30, 2006 3:35:54 FM so 

you still up for a beer tomorrow? 
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■ ■■ Redacted by the Permanent 
_Subcomjnmee on Investipaiions 


From: 

Sent: 

To: 

Cc: 

Subject: 


Scott Wittenberg IBHI^^am^anthlic.com] 

Thursday, August 31, 2006 8:45 AM 
Brian Hunter 

Matthew Donohoe; Jim Glynn; Michael Carrteii; Michael Cairo; Scott Wittenberg 
RE: NG 0!% 


When calculating for position limits purposes NYMEX looks at our net position, including 
the csos, options, and cp to derive our total position in their market. 

However, in regards to our percentage of OI, NYMEX wears "blinders" to everything other 
than the physical NGs. 

Even though the options are considered fungible offsets they are ignored when calculating 
our physical MG position relative to the OI. 

Original Message 

From: Brian Hunter 

Sent: Thursday, August 31, 2006 8:32 AM 
To: Scott Wittenberg; Matthew Donohoe 
Cc: Michael Carrier!; Michael Cairo; Jim Glynn 
Subject: Re: NG 01% 

So need to buy EFS today. Note that our option position hugely offsets this... 


Sent from my BlackBerry Wireless Handheld 


Original Message 

From: Scott Wittenberg ^■■H^amaranthllc. coin> 

Tot Matthew Donohoe ^B^Bj^P@ainaranthllc.coin> 

CC: Brian Hunter^4|Mm^@amaranthllc. com>; Michael Carrie r! BBMB^Ba^naranthllc ■ com>; 
Michael Cairo ||H||||f^(^Tnaranthllc . com>; Jim Glynn m^HHl^amaranthllc . com> ; Scott 
Wittenberg 4H|m|||||ft@ainaranthllc . coin> 

Sent: Thu Au^^^^24:27 2006 
Subject: NG 01% 

As of COB yesterday 8/30 we are AT the maximum percentabe of the 01 in the physically 
settled NGV6 contract. 

Product Description Cleared At Delivery Year Exchange 

Sec Type Delivery Month Exchange Adjusted Quantity. Open 
Interest. Percent of Market. 

Natural Gas Futures Contract 

Exchange 

2006 

NYM 

FWDFT 

10 

(40,784) 122,616 33.26 

11 

(7,353) 67,443 10. PO 

12 

(6,553) 52,041 12.59 


Scott Wittenberg 
/a/Amaranth Group Inc. 
One American Lane 
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From: Brian Hunter 

Sent: Thursday, September 07, 2006 4:43 PM 
To: Shane Lee 
Subject: Re: Dawn +5.7 

Fundamentally v down here is a question mark. Cash monday could be fiat to futures. 


Sent from my BlackBerry Wireless Handheld 


— Redacted by the Permanent 
SubcommiUee^onJnve sMgaf^^ 


Original Message 

From: Shane Lee •^^®@amaranthllc.com> 

To; Brian Hunter <B^^’@amaranth]lc.com> 

Sent: Thu Sep 07 15:57:22 2006 
Subject: RE; Dawn +5.7 

zero fundamental reason for winter to get smashed. Dude it’s stupid., .how can we exist at resid prices without super warm 
winter? The market is pricing in a warm winter 100%.. ..so it is a great buy. Resid is 8.50 ish for the winter.. .is this market 
crazy? 

However, from a flow perspective, people hate the spreads and we also have some weak hands trying to sell the winter we 
gave them. Market thinks it can get away with selling any spread now after that funky settle. 

People are bleeding on vol and bleeding on the backs, so they need to make money somehow. 

I know how the average guy on the trade side of the market thinks... .they look at 5.50 cash and then they look at 10.00 
January and 1.95 h/j and they cant help themselves. They sell it with impunity until a catalyst makes them pay the piper. 
No catalysts in Sept without a hurricane. I don’t think RFP's are big enough. 

The question is not what we think Brian, the question is whether we can weather this as a company. If a $1 fixed price 
drop in winter buries this company, then we either need to help the market here and quit qorrying about the new fund, or 
we need to be willing to take a massive haircut and step aside. Personally, I think losing 1 bill in the current fund is more 
important than getting the other off the ground. Are we willing to let the market take 1 bill from us just to start a fund? 

As far as the front goes. ..they seem unafraid of hurricanes, but they will not find many sellers down here. Boone will be a 
steady buyer, and so will the options guys on all these strikes. Can it go down? Sure. Bui it wont be easy. 


Original Message 

From: Brian Hunter 

Sent; Thursday, September 07, 2006 1 ;44 PM 
To: Shane [jie 
Subject; Re; Dawn +5.7 


How do you really feel about this. Is winter and the front going to get obliterated? 


Sent from my BlackBerry Wireless Handheld 


Original Message 

From: .Shane Lee 4^^^amaranthl]c,coin> 

To: Ryan WUhoit 4BBHBi®amaranthllc.com>; Brad Basarowich <®BBBB^aniaranthllc.coiTi>; Brian Hunter 


CONFIDENTIAL TREATMENT REQUESTED 
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<HHilr@amaranth]lc.coin>; David Chasman 4HHHiiiilft@antaraTithilc.co[Ti>; Hai ChenMHHII@amaianLhlIc.coTn>; 
Jason Parks HHH@amaranthllc.com>; Matthew Calhoun ^^^tthew Donohoe 

HMHMH ® ^ 

Sent; Thu Sep 07 15:41 ;57 2006 

Subject; Dawn +5.7 -i. . _ i 

^ = Redacted by the Permanent 1 

.gtubcommitlee on Investigations 1 


CONRDENTiAL TREATMENT REQUESTED 
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From; Brian Hunter (BIB@ama-anthllCLComl 

Sent: TNjrsd^, September 07, 2006 4:58 FM r— 

To: Robert Jones — ■ = Redacted by the Permanent 

Subject; Fw: thoughts * Subcommittee on Investigations 

FWIW 


Sent from my BlackBen 7 Wrel ess Handheld 


— Original Mess age-^ - 

From ShaneLee 4|fl|^maranthllc.corrr> 

To: Brian Htinler ^|||||||||j|@an^ranthlic.corn> 

Sent: Thu Sep 07 16:54:24 2006 
subject; thoughts 

Here's what I was gonna send you: 

Tell me if i amwrong, butweha^Schdceshere. 

1) ^ut down aid start energy fund, lose 0.3 to 1,0 gelling out, and have gre^ future potential . Hiwever, if we iosethal, 
who is going to want in on the energy fund? If IVj drops to 1.50 or worse, the deferred positoonssredl going to get 
obliterated too. 

2) jurrp back in and hdpthis market out. Risk losingsomeinvestorsduetorisk profile, but managedong until weget 
the proper catalyst to exit positions. Start energy fund when we can later. Wthoutthemarket'sabilitytoabsorbsomexh 
or even some beck length right now, this market in aworld of trouUa 2 days ago things were fine, but it feels like it just 
tipped overboa-d on risk. ThereiscomfortseHingspreads, andcofrforl selling priceright new. If you were a cash trader 
cajghl long hub gas right now, would you buy or sell January? 

3) at and wait, Let market takeit'scoirse. find nSurdl fixed prlcedemand. 

There is no catalyst right now. That’s the problem You exit this size without one (without ©citing every position in your 
book), and we got a big problem. Thingswerefinewhenwewere holding the risk forthenwk^, b/c we could handle it. 
Tha ri sk i n 30 other hands is a much more dangerous proposition. 

Calhoun thinks #2 
Rummy thinks #3 
And I havent decided yet. 

Ail I know is I am personally 1 more bad day away from stopping out... cani afford todropbdow3Dfor my family. 


CONFIDENTIAL TREATMENT REQUESTED 
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From: Brian Hunter |m^@ainaranthlic.com] 
Sent: Sunday, September 17, 2006 9:30 AM 
To: John Arnold 
Subject: RE; 



I understand where you are coming from. Let me think about the indications for a moment. 


Original Message 

From: John Arnold 

Sent; Sunday, September 17, 2006 9:19 AM 
To: Brian Hunter 
Subject: RE; 

A couple thoughts. 

I was not in the office on Friday but I understand you were selling h/j. The market 
is now loaded up on recent, bad purchases that they will probably try to be spitting 
out on Monday if there is a lower opening given that spread has been in free fall. 

In my opinion, fundamentally, that spread is still a long way from fundamental 
value. 

Over the past couple years the market has put a big risk premium into that spread 
yet it has paid out on expiry once in ten years. We'll be at all time high storage 
levels with mediocre s/d and an el nine. Even though that spread has collapsed 
over the past 2 weeks, the only reason it’s still >$1 is because of your position. 
Historically, that spread would be well below $1 at this point given the scenario. 

You have shopped this position to at least one other counterparty who will be a 
seller first thing Monday morning if I were to buy the book. 

The market is generally long the winter already due to price risk associated with 
record commercial storage at this time of year. 

I think the cash market is right at the tipping point of collapsing and the winter will 
likely follow October’s price action given how it has behaved over the past two 
weeks. 

I think the psychology of risk/reward of h/j has structurally changed given the 
recent move. 

I expect customer buy side interest to support the strips given the extent of the fall 
in the front of the market. 


CONFIDENTIAL TREATMENT REQUESTED 
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- Redacted by (he Pentianenl 
j“t'e°mmillec on lnvesiii,aiin„. 


Pira just came out with a new price forecast for the winter on Thursday or Friday 
with very low winter targets. Not that they have any clue but the market does listen 
to them. 

The deferred h/j are still at very high levels historically and are there primarily 
because the front h/j was trading >$2 and specs buying z/z or f/f combined with 
TXU selling cal strips. 

Storage players have been hedging summer/winter spreads for months and the 
spec community is caught long winter along the whole curve. I’ve had guys call me 
direct trying to sell size in deferred summer/winter as it's been under pressure in 
the last week. 

If the front h/j collapses to $.50, the deferred spreads are going to go with it, the 
same way they behaved on Friday. 


I am trying to get access to Bloomberg so I can do final analysis on a price, but 
here are my indications for the size you showed me... 

H/J 45-60 cents 
Deferred H/J $1.00-$1.20 
V/X$1.15-$1.25 

Please advise whether you want me to prepare a firm bid with these types of 
numbers or if the prices are too low. 

From: Brian Hunter [mailtciSH[|||||@amaranthUc.com] 

Sent: Saturday, September 16, 2006 5:47 PM 
To: John Arnold 
Subject : 


If H/J doesn't fit as well, I can do z6/j7 or x6h7 vs jv7. Sorry for the hassle 
Cheers. 


CONFIDENTIAL TREATMENT REQUESTED 
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Chronology of NYMEX Oversight of Amaranth in 2006 


Date of NYMEX 
Observation 

Amaranth Action 

NYMEX Action 

1/27/2006 

Exceeded accountability levels for All 
Months and Any Month for March 2006 
contract, 

Increased accountability levels for both 

Any and Ail Months. 

2/23/2006 

Exceeded March 2006 spot month hedge 
exempt position limit. 

Sent warning letter March 9“' and March 
IS"-. 

3/23/2006 

Exceeded accountability levels for All 
Months and Any Month for May 2006 and 
Jan. 2007 contracts. 

Increased accountability level for Any 
Month, 

4/04/2006 

Exceeded accountability level for All 
Months. 

Increased accountability level for All 
Months. 

4/07/2006 

Exceeded accountability level for May 

2006 contract. 

Recommended not increasing levels and 
contacting clearing broker or customer. 

4/26/2006 

Sold 2,517 May 2006 contracts during the 
final four minutes of regular trading hours. 

Sent letter August 2™* requesting a written 
explanation of commercial need and 
justification for Amaranth’s trading. 

5/2/2006 

Exceeded accountability level for All 
Months. 

Increased accountability level for All 
Months. 

5/10/2006 

Exceeded accountability level for Any 
Month for June 2006 contract. 

Increased accountability level for Any 

Month for short side only. 

5/17/2006 

Exceeded accountability level for Any 
Month for July 2006 contract. 

Increased accountability level for Any 

Month for short side only. 

5/23/2006 

Exceeded June 2006 spot month hedge 
exempt position limit 

Sent warning letter May 3P'. 

6/01/2006 

Exceeded accountability levels for All 
Months and Any Month for July 2006, 

Nov. 2006, Jan. 2007, March 2007, and 
March 2008 contracts. 

Recommended accountability level 
increases for All Months and for Any 

Month. Noted that “customer holds a very 
large percentage of open interest in floor 
traded NG futures [not futures 
equivalents] in out months," 

Recommended discussion. 

6/14/2006 

Exceeded accountability levels for All 
Months and Any Month for July 2006, 

Nov. 2006, Jan. 2007, March 2007, 

March 2008 contracts. 

Recommended accountability level 
increases for All Months and for Any 

Month. 

7/05/2006 

Applied for temporary swap exemption 
that expired 6/30/05. 

Approved. 

7/05/2006 

Exceeded accountability level for All 
Months. 

Increased accountability level for All 
Months. 

7/12/2006 

Exceeded accountability levels for All 
Months and Any Month for Aug. 2006, 

Sept. 2006, Oct 2006, Nov. 2006, Jan. 
2007, and March 2007, 

increased accountability level for both All 
Months (on long-side only) and for Any 
Month. Reviewed for concentrations. 

8/02/2006 


Sent letter asking Amaranth to explain the 
commercial need and justification for 
trading the May 2006 contract on April 

26®, particularly during the final 30 


Permanent Subcommittee on Investigations 


EXHIBIT #10a 
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minutes of trading. 

mznm 

Exceeded gross opt'on accountability 
levels for puts. 

Increased accountability level for puts. 

B/04/2006 

Exceeded accountability level for Any 
Month Sept, 2006, Dec. 2006. Jan, 2007, 
March 2007, and April 2007. 

Did not increase accountability levels. 
Recommended contacbng Amaranth 
about Sept. 2006 natural gas futures 
positions. 

B/08/2006 


Contacted Amaranth about their large 
front month (Sept. 2006) position and 
open interest of more than 44%, Asked 
for frequent communication and reduct'on 
in size. 

8/09/2006 

Returned call to NYMEX. 

Continued discussion about open interest 
and proportion of the Sept. 2006 contract. 
Also discussed reducing Oct. 2006 
position. 

8/10/2006 


Placed another call about Oct. 2006 
contracts. 

8/11/2006 


Discussed Amaranth’s size once again. 

B/1 5/2006 

Responded to NYMEX letter from August 
2“‘ regarding the expiration of the May 
2006 contract, explaining that their large 
trades at the end of contract settlement 
were for risk reduction. 


8/18/2006 


Noted large position in the cash settled 
natural cash contract. 

8/21/2006 


Started pulling records on Amaranth's 

April 26* trading. 

8/24/2006 

Called NYMEX to ask how to increase its 
natural gas exemption. 


8/29/2006 

Emailed NYMEX about trading data 
related to April 26* trading. 


8/29/2006 


Contacted Amaranth about reducing 
position in an orderly manner. 

8/30/ 2006 

Sent letter to NYMEX regarding concerns 
over August 29* trading for Sept. 2006 
contracts. 


9/02/2006 


Started reviewing Amaranth 
correspondence to determine if Amaranth 
utilized its hedge exemption in a 
responsible manner. 

9/15/2006 

Exceeded gross option accountability 
levels. 

Did not change accountability levels. 

10/4/2006 

Asked for copies of all NYMEX position 
limits warning letters. 

Sent letters October 10*. 


Prepared by Permanent Subcommittee on Investigations, June 2007. 
Data Source: Documentation provided by NYMEX 
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Traub, Corey 


From; Oensieski. Anthony 

Sent; Saturday, February 04, 2006 8:53 PM 

To: Traub, Corey 

Subject; AVD AccountabHity issues in NG, NR, Ct 

Follow Up Rag: Follow up 


Flag Status; Red 


Corey: 

A>! ten (10) items listed below are approved. 

Very nice presentation. ..good compreh^sion of the facts. 


Tony 


Anthony V. Denshski 

Senior Director 

Market Sun/et/fance 

New York Mercantile Exchange, Inc. 

Worid Financial Center 

One North End Avenue 

New York NY i02B2 
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/ 

06-29 follow up of 05-541 
Amaranth LLC 
NG 

Customer exceeded ALL month level. Position cob 1/27/06 is 20,273. 

Customer exceeded /^NY month level in March 06. Position cob 1/27A36 is -13,942. 
i recommend ALL month level be raised to 23K/23K and 
ANY month level be raised to 20K/2QK. 

ALL month FEQ 01 = 1 ,993,045.5 
March 06 FEQ OI = 433,837 



! = Redacted by the Pemnanent 

t Subcommittee on Investigations 





2/6/2006 
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Traub, Corey 

Densieski, Anthony 
Thursday, March 23, 2006 1:17 PM 
Traub, Corey 

RE: Natural Gas Accountability Issues 
Follow up 
Red 

Corey; 

OK to all below. 

Tony 


From: 

Sent; 

To: 

Subject: 

Follow Up Flag: 
Flag Status: 


Anthony V. Densieski 

Senior Director 

Market SurveWance 

New York Mercantile Exchange, inc. 

World Financial Center 

One North End Avenue 

New York. NY 10282 


From: Traub, Corey 

Sent: Thursday, March 23, 2006 12:47 PM 
To: Densieski, Anthony 
Cc: Merkel, Bonnie 

Subject: Natural Gas AccouncablUty Issues 






NX-USSEN 081926 
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05-118 

A/naranth LLC 
NG 

Customer exceeded ANY month accountability level of 20K/20K in May06 and Jan07 
Their position cob 3/22/OB Is MayOB = -20,779 short 
Jan07 = 23,959 long 

MayOB OI ~ 243.662 
Jan07 OI s 110.694 

I recommend increasing their ANY month level to 2SK/2SK. 


Please let me know what you think. 

Thanks. 

Corey 


T/7d/?nnfi 


NX-USSEN 081927 
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CONFIDENTIAL - CONTAINS PROPRIETARY BUSINESS INFORMATION 

Page 1 of 2 


Murphy, Andrew 


From: Murphy, Andrew 

Serrt: Tuesday, April 04, 2006 1 1 ;44 AM 

To: Densieskf. Anthony 

Cc: Merkel, Bonnie 

Subject: AccountabilHy Issues 



06-166 

Amaranth LLC 
NS (Socal) 

Posillorv COB 4/3/06 is -20,018 
All months 01 is 200.000 


Permanent Subcommittee on Investigations 

EXHIBIT #10e 
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\ recwnmend raising aH month accl. level to 22,000. 



Let me Know what you think. 
Andrew 


MW = Redacted by the Permanent 

I Subcommittee on Investigations 


NX -USSEN 081935 
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Traub, Corey 

From: Traub. Corey 

Sent: Friday, April 07, 2006 12:21 PM 

To: Densieski. Anthony 

Cc: Merkel. Bonnie 

Subject: NG Accountability Issue 


06-172 

Amaranth LLC 
NG 

Customer exceeded ANY month accountabBIty level of 25K/25K in May06. 

Their MayOe FEQ position cob 4/6^06 s -32,154 short 
MayOSFEQ 01 = 260.142 

I do not think that Amaranth ANY month level should be increased any further in this case because MayOe is the 
front month contract. 

I recommend considering contacting the FCM or customer on IWs position because the spot month limit for 
May06 goes in to effect cob 4/21/06. 




NX-USSEN 081782 
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Murphy, Andrew 


From: Densieski, Anthony 

Sent: Wedr^esday. May 03. 2006 7:49 PM 

To: Murphy, Andrew 

Subject: RE: Accountability Issues 

Andrew: 

OK to all. 

Tony 


From: Murphy, Andrew 

Sent: Wednesday, May 03, 2006 9:40 AM 

To: Densieski, Anthorty 

Subject: FW: Accountability Issues 



From: Murphy, Andrew 

Sent: Tuesday, Aprii 04, 2006 11:44 AM 

To: DensfesW, Anthorry 

Cc: Merkel, Bonnie 

Subject: Accountability Issues 



» Redacted by the Permanent 
Subcommittee on Investigations 


5/5/2006 


Permanent Subcommittee on Investigaftons 
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06 ' 16 e 

Amaranlh LLC 

NS <Socal) 

Position COB 4/3/06 is -20.010 
All months 01 is 200.000 

1 recommend raising all month acct. level to 22.000. 



Let me know whal you think. 


Andrew 


5/5/2006 


NX-USSEN 081932 
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Traub, Corey 

From: Traub, Corey 

Sent: Wednesday. May 10. 2006 1;1B PM 

To: DenslesW. Anthony 

Cc: Medcei. Bonnie 

Subject: Natural Gas Accountability Issues 




06-263 

Amaranth LLC 
NG 

Customer exceeded ANY month level of 25K/25K in June06 NG 
Their NG06M position cob 5/9/06 is -28,139 
JuneOe NG FEQ 01 = 232,243 

I recommend Increasing their ANY monlh level lo 25K/30K. (Increase to short side only) 


Please let me know what you think. 
Thanks, 


5/10/2006 


( Permanent Suhrommittec on Investigations 

EXmBIT#10h 
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Ccwey 


5/l(V2006 


NX -USSEN 081781 
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Traub, Corey 


From: 

Densieski. Anthony 

Sent: 

Wednesday. May 17. 2006 9:48 PM 

To: 

Traub, Corey 

Cc: 

Merkel. Bonnie 

Subject: 

RE: Natural Gas Accountability 


Cory; 

OK... 

Tony 


From: Traub, Corey 

Sent: Wednesday, May 17, 2006 11;39 AM 

To: Densieski, Anthony 

Cc: Merkel, Bor^nie 

Subject: Natural Gas Accountability 





06-289 

Amaranth LLC 
NG 

Customs exceeded ANY month accountability of 25K/30K In Jul^lS NG. 

Their NG06N FEQ position cob 5/16/06 is -35,556 

Ju(y06 NG EEQ 01 = 243,757 Juty06 NG Futures oniv OI « 102,531 

This position consists almost entirely of NG futures (*34,743). 

i recommend increasing their ANY month (eve! to 25K/35K (inaease to shod side only) 


5/1 S/2006 


Permanent Subcommittee on Investigations 

EXHIBIT #10i 
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Amaranth typicaity maintains a large short position in the front month and roils the position forward to the second 
month In a ratable manner throughout the month usmg outright spreads and EFS spreads. 

Given current NG06N Futures on ly 01, 1 do not think their ANY month level should be mudi greater than 35K. 


Please iet me know what you think. 
Thanks, 

Corey 


5/18/2006 


NX -USSEN 081757 



817 


CONFIDENTIAL - CONTAINS PROPRIETARY BUSINESS INFORMATION 



New York 
Mercantile Exchange 


May 31, 2006 


Mike Carrieri 
Chief Compliance Officer 
Amarfflith LLC 
One American Lane 
Greenwich, CT 0683 1 



R£: Violations of Exchange Rule 9.28 
Dear Mr. Carrieri: 

This letter addresses the matter of your firm's open commitments in the New York Mercantile 
Exchange, Inc. (“Exchange”) June 2006 Henry Hub Natural Gas (“NG”) Futures contract. The 
records of the Exchange show that Amaranth, LLC (“Amaranth”) exceeded its current delivery 
month (“spot monfli”) hedge exempt position limit of 2,500 contracts on two trade dales. At the 
close of business on May 23 and May 26, 2006, Amaranth maintained open commitments of 
8,488 short and 3,363 long contracts, respectively. These open commitments exceeded your 
firm’s spot month hedge exempt position limit by 5,988 and 863 contracts, respectively. 

Owing to your firm’s violations of the spot month NG position limit, and in accordance with the 
provisions of Exchange Rule 9.36, this letter shall constitute a warning to your firm. Please note 
that a previous violation of this rule was addressed in a warning letter issued to your firm on March 
1 3, 2006. Any further violation of the Exchange’s position limit rules will be handled pursuant 
to Rule 9.36 and may ultimately result in extraordinary sanctions as specified in this rule. 

Please acknowledge receipt of this letter by e-mailing Corey Traub, Analyst, Market Surveillance 
at ^J| fc@nvmex.com. If you have comments conce rning this matter, please contact the 
undersigned at (212)^p||^j|^r Mr. Traub at (212)011^^ 



Compliance Department 

cc: Anthony V. Densicski(NYMEX) 

Bonnie H. Yurga (NYMEX) 

MS-06-318, 06-347 

New York Mercantiic Exdiangc, Inc. 

World Fiftindal Center Nrw Terk Mtrtantilt Extbrnttgi, /»«., if (tfufcsfd of two diviiienj. 

One North End Avenue Tbi NTMEX Divisi»m offtn trmiing »• entdt oil, ktmting oii, unUtuUdgatoHrtt, 

New York, KY 10262-1101 j»i, tUdririty, cemi, pref»ns, fintiniim, tnd fafUUium. Tht COMEX Dioitim 

(212) 299-2000 tffin tr»ding itt gaU, tUfor, eofftr, mluminttm. 
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Compliaoce Department 
New York Mercantile Exchange 


From: Trujillo, Efisabelh 

Sent: Wednesday, July 05, 2006 4:27 PM 

To: Labrucherie, Jessica 

Subject: FW: All Month Accountability (TC, NX & PG) 


Hi Jessie, 


Please see below. 


Thanks. 


Elisabeth Trujillo | 


Market Surveillance Analyst 

Subcommittee on Investigations 

Compliance Department ^ 

New York Mercantile Exchange 

iifjjim 


From: Ctensieski, Anthony 

Sent: Wednesday, July 05, 2006 4:26 PM 

To: Trujillo, Eiisateth 

Subject: RE: AH Month Accountability (TC, NX & PG) 


Elisabeth: 

OK to ail. 

Tony 



From: Trujillo, E&sabeth 

Sent: Wedne^y, July Q5, 2006 4:07 PM 

To: Oensieski, Anthony 

Subject: RE: Ail Month Accountability (TC, NX & PG) 


HI Tony, 



06^18 

Amarenth 

TC 

Customer exceeded ALL month accountabiity of 10K/10K 


9/18/2006 


Permanent Subcowimittee on Investigations 


EXHIBIT #101 
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Their TC FEQ position cob 6/30rt)6 is -11,984 

ALL month TCFEQ 01=88.338 ^ ^ , 

} recommend increasing their ALL month level to 10K/15K (increase to short side only) 




Please let me know what you think. 


Elisabeth Trujillo 
Market Surveillance Analyst 
Compliance Department 
New York Mercantile Exchange 

212^^^B 


9/18/2006 


NX - USSEN 081795 
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New York 


Mercantile Exchange 

yrMEXCOMSt IMmtm, mt — itiT** *^ 

July 11. 2006 

Mike Carrieri 
Chief Compliance Officer 
Amaranth LLC 
One American Lwe 
Greenwich, CT 0683 1 


= Redacted by the Permanent 
I Subcommittee on Investigations 


RE: Warning Letter Revision 

Violation of Exchange Rale 9.28 

Dear Mr. Carrieri; 

The New York Mercantile Exchange, Inc. ("Exchange”) has completed its reviewLfif th^^ 
attached warning letter issued to Amaranth, LLC ("Amaranth”) on May 3 1 , 2006. Based^ 
iiiformatioD that Amaranth has submitted regarding its position at the close of business on May 26, 
2006, the Exchange has revised this warning effective today. July 11, 2006. Please note that this 
revision rescinds Amaranth’s violation of the Exchange’s position limit rules for the close of business 
on May 26, 2006, only. Amaranth's violation for the close of business on May 23. 2006, though, 
remains recorded as a violation of the Exchange’s position limit rules. 

Should you h ave any gu eations concerning this raalta-, please feel free to contact the 
undersigned at (212) 




Market Surveillance 


cc: Nancy M. Minett (NYMEX) 

Boimie H. Yurga (NYMEX) 

Corey Traub (NYMEX) 

MS-06-318. 06-347 


One North Eod Avbiw 
W ork! Finaaeii] Couer 
New Yort, NY ICOM-UOl 
(2X2} 299-2000 


The Nrw Ttr* MmMntiU i, ampeiid ifjw Mhitiem. Tie IfTMEX Dmikm offm 

trading m mOt til, til, mitadagattlim. Mwm/ gv, tUetridtf, prtfMtu, fiatinum, 

^ COJUEX Dwvwn i^p» ingtld, lihtr, ctfptr, aitd tbt Efinap 


Permanent Subcommittee on lavestigations 


EXHIBIT #10in 
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Traub, Corey 


From: Densieski, Anthony 

Sent: Wednesday, July 26, 2006 8;1 0 AM 

To: Traub, Corey 

Subject: RE: Natural Gas Accountabili^ (Amar^^3 . 

Corey: 

Good review. . . 

C. Increases OlO^ 

RevicwTbr%i£oncentrations. . . 

Tony 


From: Traub, Corey 

Sent: Tuesday, July 25, 2006 12:30 PM 

To: Densieski, Anthony 

Subject: RE: Natural Gas Accountability (Amaranth) 
Tony: 

For Amaranth, please see below: 


cob 

7/24/06 



1 Amaranth I 
FEQ 

i NGESfl 

1 O.I. 1 


■ 




Sep06 1 



15.25% 


-48.480 



Oct06 1 



■UiOa 


-14,645 


mum 

Jan07 ! 








Mar07 


ErSiKKn 




58,749 


Aor07 

1 

•48,082 1 

160,036 

30,04%, 


-14.895 

36,686 


Dec07 

KiUrVin 




22,611 

27,982 1 



From: Densieski, Anthony 

Sent: Saturday, July 22, 2006 1:02 PM 

To: Traub, Corey 

Subject: RE: Natural Gas Aocountabliity 
Corey: 

OK to all except 06>42B Amaranth LLC 

/f-Ail month increase to 50Ky-35K ...is OK. 

For one month requests... 

Aug06; -31,628 

Sep06: -40,206 
Oct06: 37.379 
Nov06: -48.831 
Jan07; 48,784 
Mar07: 38,906 

Please advise each months total o.i. . • 


7/78/2006 


Permanent Subcommittee on Investigations I 

EXfflBIT#10n I 
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Tony 


From: Traub, Corey 

Sent: Wednesday, July 12, 2006 3:18 PM 
To: Densieski, Anthony 
Cc: Mericel, Bonnie 




i 


06-428 follow up Of 06-357 
Amaranth LLC 
NG 

Customer exceeded ANY and ALL month levels of ANY: 25K/-30K. ALL: 23K/-35K 
Their position cob 7/11/06 is 
ALL: 46.722, 

ANY; Aug06; -31.628 
Sep06; -40.206 
Oct06: 37.379 
Nov06: -48,831 
Jan07; 48.784 
Mar07: 36.906 

i recommend increasing their ALL month level to 50K/-35K. (Irtcrease to iong-side only) 
Increase ANY month level to 40K/'40K. 


Please let me know what you think. 
Thanks, 

Corey 


7/28/2006 
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New York 
Mercantile Exchange 


ViaE-maflaiidUSPS 


August 2, 2006 


Mike Carrieri — 

Chief Compliance Officer Redacted by the Permanent 

Amaranth LLC Subcommittee on Investigations^ 

One American Lane ' 

Greaiwich, CT 0683 1 


Dear Carrieri: 

The Compliance D^jartroent of the New York Mercantile Exchange (“Exchange”) 
has commenced Lavestigatioti Number MS-04-06 to review Amaranth LLC’s (“Amaranth”) 
NYMEX Natural Gas fitur» trading aedvity for trnde data April 26, 200& Exchange 
records indicated a heavy concentration of Amaranth's May 2006 Natural Gas (‘*NG'*) 
futures trading activity occurred in the final minutes prior to die termination of trading in the 
contract. 


Specifically, Amaranth sold 2,527 futures contracts during the final 30 minutes of 
regular trading hours. Of these 2,527 contracts, Amaiandi sold 99%, or 2,517 contracts, 
during file final four minutes of regular trading hours. Of these 2^17 contracts, Amaxanfii 
sold 75%, or 1,897 contracts, during the final minute of regular trading hours. Amaranth 
further sold S 17 contracts during file “post-close” trading session. 


The Exchange requests that Amaranth review its May 2006 NG trading activity for 
trade date April 26, 2006, and provide a written explanation o f the comme rcial need and 
j ustification for thei r trading. Please submit your explanation on or before August 15, 2006. 
Should you have any questions concerning this matter, please contact the undersigned at 

(2i2)iaB^ 



Senior Director 
Market Surveillance 


cc: Nancy M. Minett 
Bonnie H. Yurga 
Corey Traub 
MS-04-06 

New York McictadJe Eichuige, Inc 
Wodd Pinaod^l Cenrer 
Oae North End Avenue 
New York, NY 10282-1101 
(212) 299-2000 


(NYMEX) 

(NYMEX) 

(NYMEX) 


The Nin> TorkMtrtatitUt Extbangt, Jnt., is compnti »fpwfi divisimt. 

The KTMBX Dmtum m ends oil, heating oil, nmitaeitd gaseUne, 

naneralgas, tUetricity, Uetl. frvpane, fUtinsem, and fnlleidimm. The COMEX Dititim 
Qfftn troding in geld, riioer, tepftr, and ainmintem. 



I Pfrinanenl Siihcoimnitt M- InvKiiEalians 

——I 2 -—— 
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From: Traub, Corey 

Sent: ■n>ursday, Augua 03, 2006 11:30 AM 
To: Densiesld, Anthony 
Cc: Merket, Bonnie 

Subject: Natural Gas Options Accountability 


Options Accountability 
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06-523 


8/7/2006 
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Amaranlh LLC 


Customer in excess of gross option accounlabiiity lev^s of Puts: 30K/std 
Position cQb 8/1/06 is 



tong 

Short 

Oo. Irtt. 

% tone 

% 

Short 

%Net 

Puts 

19.160 

23,875 

752,910 

2.54% 

3.17% 

-0.63% 


I recommend increasing levels to Puts: std/30K. 


Also. { recommend looking at Options accounlabiHly from a dollar exposure perspective which may be more 
meaningful than a gross quadrant volume basis. 

Please let me Know what you think. 

Thanks, 

Corey 


8/7/2006 


NX - USSEN 081820 
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Traub, Corey 

From: Densieski, Anthony 

Sent: Friday, August 04, 2006 7:19 PM 

To: Traub, Corey 

Cc: Merkei-, Bonnie 

Subject: RE: Nature Gas Accountability issues 

Follow Up Flag: Follow up 

Flag Status: Red 


i MiaMM = Redacted by the Permanent 
' Subcommittee on Investigations 


Corey; 

Good wri te up 

n I 

3) ^JSfSRh^aQfeewtW^ouT'^^CHArJGETscRSB^^^^^WITOSrarSTwSR^ou Monday August 
14. Before ttten I recommend Bonnie and yourself rear* out to Amaranth re: NGU6 position. 


-inquire what the NGU6 position is against... 

-just ask them how they plan to trade out of same position in a commercial way. 


Enjoy yourself this week. 
Tony 


From: Traub, Corey 
Sent: Friday, August 04, 2006 4:34 PM 
To: Dertsieskf, Anthony 
Merkd, Bonnie 

Subject: Natural Gas Accountability Issues 





8;7/2006 
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Customer exceeded ANY month accountablily level of 40Kf40K. 
Their positio n cob 8/3/06 is as follows: 


cob 


osntract 

Amaranth 

FEQ 


MM 

■ 

fSSSHH 

NG FtAKBS only 

0.1. 

Pwcenl 

Sep-06 




■ 

-57.711 

113,818 

-50.70% 

Oec-06 

■BE^I 



■ 

HHKSEi 



Jan-07 



^KiCZiCl 

■ 



■EEEtQ 

Mar-07 



■KQIQ 

■ 



■BZE^ 

Apr-07 




■ 


47,844 



I do not think the levels should be raised any furtfier for this cu^omw. I think Amaranth's posHion with respect to 
Open Interest, particularly in Futures Otiv . is very large. 1 recommend speaking to the customer about these 
positions. 

Please let me know what you think. 

Thanks, 

Corey 


8/7/2006 


NX -USSEN 081828 
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Trujiiio, Etisabeth 

From: Labrucherie. Jessica 

Sent: Monday, August 07. 2006 5:19 PM 

To: Trujillo, Elisabeth 

Subject: RE: TC Accountability for Amarar\th, LLC 


Liz- 

The change for Amaranth Is entered into the Register and LTS. 
Thanksl 


From: Trujillo, Elisabeth 

Sent: Friday, August CM, 2006 3:23 PM ' * 

To; Labrucherie, Jessica l Permanent 

Subject: FW:TC Accountability for Amaranth, LLC I Investigatiom 

HI Jessie. 

Please see below. 

Elisabetb Trujillo 
Market Surveillance Analyst 
Compliance Department 
New York MeKaotile Exchange 

212-JIIIIIIL 


From: Densieski, Anthony 

Sent: Friday, August 04, 2006 11:00 AM 

Tot Trujillo, Elisabeth 

Subject: RE: TC Accountability for Amaranth, LLC 

E. 

OK 

Tony 


Fronn: Trujillo, Elisabeth 

Sent: Friday, August 04, 2006 10:51 AM 

To; Densieski, Anttior\y 

Subject: TC Accuuntability for Amaranth, LLC 
Importance: High 


Hi Tony, 

As we discussed yesterday, } corrected the subject line on this e>mail for All month accountability on toe 
TC contract for Amaranth. 

06-509 

8/9/2006 


Permanent Subcommittee on Investigations 

EXHIBIT #I0r 
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Amaranth, LLC 
TC 

Customer exceeded ALL month accountability of lOK/lO K. 

TheirTC FEQ position cob 7/31/06 is 1 1,984 
ALL month TC FEQ 01 = 86,459 

I recommend increasing their ALL month level to l5Ky 15IC (increase long side only. Amaranth 
currently has an increase to the short side) 


Thank you, 

Elisabeth Trujillo 
Market Surveillance Analyst 
Compliance Department 
New Yor k Mercan tile Exchange 

2!2||M|||M 


“ Redacted by the Permanent 

— Subcommittee on investigations 


8/9/2006 
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To: Files 

From: Bonnie Yurga 

Re: Amaranth LLC September 2006 and October 2006 Natural Gas Open Positions 


August 8, 2006 

- Internally discussed Amaranth LLC’s September 2006 natural gas position with 
Nancy Minett. Reviewed September Natural Gas position for concentration 
issues. Amaranth currently maintains -49,61 6 positions, 44.95% of open interest 
in (he Natural Gas futures portion of their total -66,073. Scheduled call to 
Amaranth regarding position. 

- Telephone call to Mike Carrieri of Amaranth. NYMEX staff included Corey 
Traub and myself. Discussed Amaranth's September position and informed Mike 
of the Exchange’s concern with their % of Sq>tember open interest and outright 
Natural Gas futures position of -49,616, speciEcally its potential weight in the 
marketplace based on 44.95% of open int^est. 

- Asked Mike about the commercial nature, if any. of the position and was told 
that it was speculative, a seasonal spread, and that he would discuss our concern 
with the traders. 

- Accentuated the fact that we expect him to begin bringing the position down in a 
commercially reasonable manner to a more comfortable figure below his current 
percentage. Told him that we are generally comfortable with a customer not 
exceeding about 1/3 of the market, and expect trading to be orderly. 

- Internally discussed with Tom who expressed extreme discomfort with size of 
the position. 

- Arranging conference call for morning of August 9, 2006. 


August 9, 2006 

8:55 a.m. Confirmed Amaranth position and Tom LaSala left message for Mike 
Carrieri of Amaranth to contact Tom LaSala, Nancy Minett or myself. 

9:15 am Call returned by Mike Carrieri. NYMEX staff included Tom LaSala, 
Nancy Minett and myself. 

- Tom informed Mike (hat he is extremely uncomfortable with September 
position of -44,285 Natural Gas futures and current 44.34% of open interest. 
Overall position -37,429. 

- Tom accentuated his extreme concern with the percentage portion of the front 
month position, specifically in the natural gas futures, and informed Amaranth 
of our general comfort levels between the 30-40% of open interest range. 

Tom asked Mike about internal policies surrounding share of market or the 
like, and was informed that Amaranth does not have any internal polices 


I Permanent Subcommittee on Investigations 

EXHIBIT #I0s 
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insofar as % of open interest and does not have stated policies with respect to 
open interest, but employs a seasonal strategy. 

- He informed Mike that he would like the spot natural gas futures position, 
brought into the range of no more than 30-40% of open interest. Accentuated 
the fact that this must be done in a commercially reasonable manner and that 
Amaranth staff should be mindful that it is carrying weight in the marketplace 
and to trade in an orderly fashion. 

Approximately 12:30, call with Mike Canieri of Amaranth. NYMEX staff 

included Tom LaSala, Nancy Minett and myself 

- Discussed the October position. Informed Mike that there October position 
represented 51.87% of open interest in the natural gas futures, was too large 
and we were concerned that as he brought down the September position, 
Amaranth would hiither increase the October position. The overall position 

2,214. 

- Mike informed Tom that they are almost net-flat insofar as risk, but Tom 
informed Mike that the outright natural gas future position of-5i ,615 was a 
concern in addition to the earlier stated September 2006 position. 

Mike informed Tom that it had brought its September 2006 position down 
through rolls into the October, so that its October position is hi^er at this 
point. Mike said he understood our concern to be the spot month only. 

Tom accentuated, once again, the comfort level of 30-40% and told Mike that 
he would like Amaranth to work its position into that range. 

August 10, 2006: approximately 12:30 call with Mike Carricri of Amaranth. NYMEX 
staff included Tom LaSala and myself. 

- Tom expressed his alarm at Amaranth’s position of -66,837 natural gas futures 
in the October 2006 contract, 63.47% of open interest. 

• Mike was informed that this percentage was unacceptable and that it must 
begin bringing the position down immediately. Once again, Tom stressed 
commercially reasonable trading manner. 

- Tom again accentuated the % comfort levels and again explained to Mike that 
the concern was not only September, which had been brought down to a 
position of -22,395 for 24.22% of open interest, but for October as well at this 
point. 

- Mike stated that he would express Tom’s concern, as well as his directive, to 
begin bringing the position down immediately. He noted that the increase in 
the October position was due to traders rolling the September position to bring 
the percentage o f September positions into line and that those trades occurred 
prior to our midday conversation on August 9. 

August 1 1, 2006: 8:45 call to Mike Canieri of Amaranth. NYMEX staff included only 
myself 

- Confirmed open position of -22, 347 natural gas futures, 28.95% of open 

interest, and overall position of -14,202, for September 2006 contract. Informed 

him that this was a comfortable percentage of open interest. 


NX-USSEN 081836 
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- Also conArmed open position of -47,811 natural gas futures for the October 
contract, 40.21% of open interest, and overall position of 6,010. 

- Informed him to be mindAil of his open interest percentage as the spot open 
interest begins dropping and to manage his position accordingly in line with the 
figures of 30-40% of open interest as discussed with Tom. 
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/a/Amaranth 

Creenwidi CT 06831 
T 203 422 3300 

August 15, 2006 F 203 422 3500 

Mr. Anthony Densieski 
Swiior Director 
Maricet Surveillance 
New York Mercantile Exchange 
World Financial Center 
One North End Avenue 
New York, NY 10282-1101 

Re: MS-04-06 

Dear Mr. Densieski: 

I am writing regarding the above-referenced matter in response to your letter to Amaranth 
LLC ("Amaranth") dated August 2, 2006, in which you requested that Amaranth explain the 
commracial need and justification for its trading in die NYMEX May 2006 Natural Gas futures 
contract ("NG") on April 26, 2006. Because this letter contains confidential and proprietary 
information concerning Amaranth's positions and trading strategies, we respectfully request that 
NYMEX protect the confidentiality of such infonnalion and that it be only disclosed to 
employees and officials of NYMEX on a "need to know" basis. 

Amaranth is a multi-strategy fund that had approximately $8.7 billion in capital as of the 
end of April 2006. Among its strategies is energy tryin g, which typically involves taking 
positions in various energy derivatives, including exchange traded futures, options on futures, 
OTC forwards, swaps, and options on a bilateral and cleared basis. Amaranth does not trade 
physical natural gas. Amaranth has not, to-date, ever made or taken delivery under NG 
contracts, but has always closed out such contracts prior to the tennination of trading. 

Amaranth seeks to ensure that its trading actiWties, including the liquidation of open NG 
contracts during the spot month, are conducted in an orderly fashion so as not to disrupt the 
market. Amaranth's trading of natural gas derivatives, including NG contracts, is based upon its 
evaluation of fundamental market factors and forecasts relating to global and local production, 
storage, inventory, distribudon, and consumption affecting the price of natural gas. 

In April 2006, as in the {receding several mondis, Amaranth’s primary natural gas trading 
strategy was to hold long winter mondi positions and short summer month positions (which 
consisted of NG, ICE OTC Cleared, OTC and ClearPoit Contracts). This strategy had been 
successful, particularly in April. Consequontly, Amaranth had begun to contemplate efficient 
strategies to reduce its holdings. One effective strategy had been to sell winter positions and 
cover short summer positions by allowing financially settled swaps to expire and by either 
selling or rolling futures prior to their expiration. 
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Mr. Anthony Densieski 
August i 5, 2006 
Page 2 


Here’s one way you might employ this strategy. As the end of April approaches, the goal 
is to reduce your short May positions and your long winter positions. Eliminating the May 
positions tha± eiq)ire in April is easy because you can hold short positions in financially settled 
May swaps that do not require any eiq>iration day trading. To eliminate winter positions, you 
need to execute trades in the markets, and it is challenging to set a precise position size schedule. 
On expiration day, say you could confidently estimate the largest number of winter positions you 
thought you could eliminate. You would want to have a corresponding short position in 
financially settled swaps that would expire the same day. In order to accommodate the 
uncertainty regarding the actual number of winter contracts sold, you can hold some May NG 
contracts. These contracts give you the flexibility to adjust the amount your short summer 
position decreases. If you sell the maximum number of winter contracts, you simply roll your 
long May fiitures position forward (leaving your full financially settled swap position to expire). 
If you sell fewer winter contracts, you sell your May futures instead. 

By April 26, Amaranth had established short positions of approximately 10,000 
financially settled May ICE swaps and 3,000 financially settled May ClearPort swaps, and a long 
position of 3,044 May NG contracts. Using tiie logic described above, tins gave Amaranth the 
ability to reduce its summer/winter spread holdings by as little as 10,000 lots (by selling the May 
contracts prior to expiry) and as many as approximately 13,000 lots (by rolling tile May contracts 
forward). 

Amaranth monitored the winter natural gas market on April 26th hoping to sell winter, 
and roll the long May NG to June on a spread. Towards the end of the trading day it became 
apparent that Amaranth would not be able to sell tiie winter contracts at attractive prices. Thus, 
Amaranth decided (to the best of its recollection), at some time between approximately 2:17-2;23 
p.m., to sell the May NG contracts outright. During this period Amaranth placed three orders 
aggregating a total of 3,044 May NG contracts with three different NYl^X floor brokers 
(approximately 2000 contracts with ALX, 500 contracts with Gotham and 500 contracts with 
TFS) with the instruction to sell the contracts before the close at the best possible prices. 
Therefore, tiae timing of the execution of the trades in the trading pit was ai the discretion of the 
floor brokers. 

If any of Amaranth’s orders were executed in the post-close session, that was not due to 
Amaranth's instructioas to do so, but perhaps occurred bemuse a floor broker erroneously &iled 
to comply with Amaranth's instructions to complete the execution of its orders prior to the close. 
As not^ above, Amaranth historically has not made or taken delivery under NG contracts and 
thus would not want to take the risk of its orders not being filled prior to the close of trading. 

In conclusion. Amaranth's trading of May NG contracts during the close of the May NG 
market was motivated by the desire to achieve an aggregate reduction in the risk of its portfolio. 
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Please feel free to contact me at 203-422-3317 should you have any questions regarding 
the information in this letter. 



Midiadl Carrieii 


CompliaiK^ Director 


cc; Nancy M. Minett 
Bonnie H. Yurga 
Corey Traub 

Michael Philipp, Winston & Strawn LLP 
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/a/Amaranth One American Lane 

Greenwich Cr06S37 


r 203 422 3300 
F 203 422 3500 


August 30, 2006 


Mr. Anthony Densieski 
Senior Director 
Market Surveillance 
New York Mercantile Exchange 
World Financial Center 
One North End Avenue 
New York. NY 10282-1101 

Dear Mr. Densieski: 

We are writing to express our concern about trading yesterday in the NYMEX 
Natural Gas futures contract (the NG contract). As you are no doubt aware, during the 
last 60 minutes of trading in the September NG contract, the price of the September NG 
contract spiked up by approximately 10%. We believe that such price movement did not 
reflect bona fide supply and demand market forces. (In fact, the ceish market price for 
September natural gas did not experience the same price increase, and NQ contract prices 
returned today to levels at or below prices before the spike.) We also believe that the 
trading that caused the price movement during the closing range of the September NG 
contract was motivated by the desire of one or more market participants to affect the 
settlement price of the September NG contract, which the public relies on as a key price 
benchmark for physical and financial contracts involving natural gas. 

We are particularly concerned over yesterday’s market activity in light of the call 
from you and your colleagues yesterday morning, in which you expressed your concern 
about the manner of liquidation of our September NG contract position. You said that 
you expected us to reduce our position in an orderly and non-disruptive manner, that we 
should liquidate our position ratably over the course of the day, and that you did not want 
us to enter any large orders, particularly during the last half hour of trading of the 
September NG contract. As a responsible market participant we abided by your request, 
and had completely liquidated our September NG position by approximately 1:15 pm. 
As a result, the significant liquidity that we bring to the NYMEX market was not 
available during the last half hour of trading when the large spike occurred, and we were 
unable to mitigate our market risk during this period of unusual volatility. The price 
spike and lack of liquidity on the close harmed all natural gas market participants, 
including consumers whose cost of natural gas most certainly will be tied to yesterday's 
inflated settlement price. 
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= Redacted by the Permanent 
Subcommittee on Investigations 


It is apparent to us that certain market participants are not trading in a responsible 
manner. For the protection of the market integrity of the NG contract, we believe it is 
essential that NYMEX immediately initiate an investigation into the trades and traders 
that caused yesterday's artificial price spike. We also respectfully request an in-person 
meeting between senior Amaranth executives and you and other senior NYMEX 
representatives to discuss the above request, as well as the remedial steps necessary to 
allow us to effectively trade in the NG contract on a going forward basis. Please call me 
^ (203) lHHHI^o discuss setting up a date and time for such meeting; we look forward 
to meeting with you and your colleagues as soon as our schedules permit. 

Thank you for your consideration 


Compliance Director 

cc: Thomas LaSala 

Christopher Bowen 
Nancy Minett 
Bonnie Merkel 



it and important request. 
!y yours. 


Michael Carrieri 


CHI:1777293.2 
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Amaranth Timeline 


2003 

• Amaranth opois clearing accounts at JPM (JPKQ^I for financial futures trading) and 
BankOne (BOCM for energy trading. 

2004 

• JFM and BankOne merge and consolidate Amaranth’s accounts into JPMFL 
Consolidated credit limit is $ ISmin. 

2005 

• JPM becomes Amaranth’s primary clearer ofnatural gas with the transfer of ICE 
positions from UBS to JPM. 

May 2006 

• Amaranth has first material credit excession - dialogue betwera F&O, Credit and 
Amaranth begins 

May 26: 

• Leo Lai and Mike Christ met wifri Artie DiRocco (Treasure) and Lancalyn Festrilto 
(VP-Coimterparty Relations) to get an update on tte portfolio and pofonnaoce. 

• Artie opraed Ihe discussion by stating Amaranth’s desire to extract the premium on 
their sold, listed (nat gas) options by selling than to us and we would then swap them 
back to Amaranth via a TRS witiia tO%haircut at a borrowing costof L+40. 

• Artie noted that they approached ABN» Barclays, UBS and BNP to do this and were 
close to finalizing with UBS. 

■ Discussed YTD performance and May’s performance in particular, as well as 
summary of the current and projected capital allocations to each strategy. 

• Artie said the fund would be down ^rproximately 3-5% (was actually down 1 2% 
what the performance numbers were released a few weeks later). 

• Losses were primarily concentrated in the enagy portfolio (specifically in nat gas on 
the July-Dee calendar spreads) 

• Losses exacerbated further due to paring down of nat gas risk position and managing 
down long volatility exposure on fr»ese positions 

• Will be allocating less risk capital to energy going forward (allocation should go from 
mid-30% to niid-20%) 

July 17: 

• Mike Christ spoke with Artie DtRocco to get an update on June pedbimance and 
redoDptions following May's large drawdown. 

• There were S400MM in withdrawals from long-time FoF investors . . .not happy with 
the fund’s volatility 

• Fund was up 6.5% in June 

• Risk in the energy book was been pared down and they have moved out a portion of 
their nat calendar spread positions to further maturities through 201 1 
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Ang 15: 

• Mike Christ responded back to Artie on his email about a missed margiD call on 
Amarete (sub of Amatandi finaocing back loans tbrcmgb os via Masterswap); MC 
said he was less concerned about the missed cal) on this account and more concerned 
about the 56% capital allocation to energy, that speared on tiieir most recent risk, 
since we were told by back in May th^ tUs munber would be in the mid-20% range. 

• Artie called MC almost immediately and explained tiiat the risk reports are 
misleading in tiiat the capital aQocation to the fund’s various strategies is really risk 
capital allocation and not an allocation of total capital. 

• Artie said that they have about S5 billion (out of about S8.5 billion) in uimllocated 
capital sitting in cash for liquidity needs. 

• Artie said tile risk capital allocatioa to energy was in the inid>20% range. 

• Also said that they were taking down risk in the energy book by tradiiig OTC and 
clearing tiiese trades via ICE and KYMEX ClcarPoit so as to keep their activity out 
of view of the flooi/broker mkt 

Ang IS 

• Amaranth’s F4S:0 Initial Margin requirement now exceeds $2B. 

Aug 21: 

• F&O makes a $300MM margin call on Amaranth which was relayed to HF Credit 
(Jack Matteis and Mike Christ) by Mike Schneider. 

» This margin call was then relayed by Mike Christ to John Hogan and Donna 
Dellosso; MC asked JH to ^)eak with Artie whra JH was back in the office. 

• HF credit conducts a more detailed review of Amaianth’s F&O exposures. 

• Schneida relayed that Amaranth DOW cootmls upwards of 20% of the volume on 
certain nat gas contracts. 

Ang 22: 

• HF Credit runs stress on Amara nth’s commodity exposures with JPM (mostly energy 
related) and determines that these exposures have almost doubled from July to mid- 
August from $1.5 billion to S2.9 billion. 

Ang 23: 

• NYMEX requests position information for Amaranth ofNYMEX and ICE. CFTC 
sends request fbr infonnatioa. 

• Nfike Christ notifies John Hogan and Donna Dellosso of tiie magnitude of 
Amaranth's F&O energy exposures in light of the stress data and what appears to us 
as an increase in their energy risk position. 

• It is decided that a more senior level discussion witii Amarantii about their energy risk 
position is needed. 

Aug 29: 

• Mike Schneider alerts HF Credit that Amarantii exceeded tiieir intraday ICE limit 
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Aug 30: 

• Amaranth F&O n-iargin call is $944nmL F&O escalates call to Credit 

• Mike SchneidCT infonns Jade Mattels in HF Credit of this call that resulted from 
Amaranth’s activity on the ICE yesterday. 

• HF Credit be^ns gathering limi^ exposum, due diligence info on Amaranth for John 
Hogan and Carlos Hernandez’s me^iDg at Amaranfrt the following day. 

Aug 31: 

• Tniti'al Margin exceeds $2.5B. 

• John Hogan & Carlos Hernandez visit Amaranth to discuss exposure - set Initial 
Margin “limit” at $2.75B. 

Sept 5: 

• Amaranth buys Mo&erRock F&O positions, which transfer from ABN to JPM on 

5 Q4YMEX) and Sept 6 (ICE), in order to neutralize Amaranth long nat gas 
volatility exposure. 

Sept 8: 

• Tnirial K^gin exceeds S3B. 

Sept 15: 

• NYMEX visits JPM’s offices to discuss JPM*s hedge fimd credit risk management 
process and our views on Amaranth. 

• Following that meeting the CFTC calls NYMEX to discuss rumor of Amaranth’s 546 
loss. NYMEX calls F&O to relay message. F&O escalates internally. 

• John Hogan emaiis Arde DiRocco at Amaranth to find out how they are doing. Artie 
states that they “dropped more today” but will still have cash of around S 1 billion on 
Monday. 

Sept 16 (Sat): 

• A risk team is assembled by John Hogan and visit to Amaranth the following d^ is 
arranged. Exposure and collateral levels are discussed duroughout the day. Senior 
management (Steve Black, Bill Winters, E)od Wilson, etc.) are made aware of the 
situadoo. 

Sept 17 (Sun): 

• JFM meets with Amaranth’s management team and goes through their trading 
positions (oat gas, ilUquids, etc), counterparty docs, exposures, and cash position. 

• Artie DiRocco and Jim Glynn (CFO) provide an update of the losses incuired on 
Friday and the current liquidity position of the fund. Aide notes that Amaranth is in 
discussion with an undisclosed “strategic partner” who will buy the energy book and 
provide a bridge loan secured by other assets in Amaranth's portfolio. 

• The JPM risk team has a 7pm conference call with Jamie and Steve to discuss the 
cuirent situation. 
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• Bean Ta^or and Parker Brew (JPM nat gas trader) joined the team at Amaranth to 
review the energy book and assess the possd}i]ity of bidding on Amaranth’s enngy 
portfolio. 

• Amarandi inibims the JPM team that M^ll has purchased 25% of (he energy book 
(positions to setde Monday morning) and Goldm^ is bidding fm- the remaunkr. 

Sept 18: 

• Amaranth issues press release announcing loss and diat negotiations are underway to 
sell the energy brok. 

• F&O blocks Amaranth from trading electronically. 

« Goldman drops out of the bidding for Amaranth’s energy book. 

• Amaranth be^ns liquidating other positions across all strategies and portfolios. 

Sept 19: 

• F&O notifies executing brokers that give-in trades will not be accepted for 
Amaranth’s account on NYMEX. 

• Citadd’s bid for Amaranth’s energy book and brid^ loan fall through due to 
concerns by Citadel’s lawyers around prefCTence issues associated with the bridge 
loan. 

• JPM now ba(d: in bidding for Amaranth’s energy book. The JPM team works wifri 
Citadel and Amaranth to finalize a bid fiM* the energy book. Negotiations extend well 
into the night 

Sept 20: 

• JPM and Citadel agree to acquire Amaranth’s raergy portfolio for a concession of 
$2.1 billion to be paid by Amaranth to JPM and Cit^el. 

• Asian convertible bond portfolio also jointly purchased by JPM and Citadel. 

Sept 21; 

• Amaranth transfers the F&O positions in its energy book to JPM. OTC positions to 
be novated to JPM in the upcoming days. 
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Rating 

Pantos In Fney: 



AMARAKTHLIC 

3035735 

6 

AMARANTH FUND IP 

2S12513 

6- - 



StmuiJBiy 

Strengths 

• DIveisIfied Investment strategy with reiatively low leverage ccvnpared to peers; paiUculariy in convert 
arb. 

• Expertenced trading team with good track record tmder Paioma. 

• Good communication. 


Wraloness 

• Paloma's investmeru represents significant Investor concentration and is sut^ect to monthly 
wifhrkawals. 

• Back'Officearranoemem can be tHmlnaiedwahonty 45 days notice. 

• Lad; of spectiic information regartfing risk managamant and stress testing. 

QfPawfeaifaffH 

I O 5 Outstancfing O 4 iTs O 2 O 1 Poor |K 

• Amaranth Advisors LLC. a Delaware l^niMUabSlyCorr^^any. was organized in May ^0 by 
Nicholas Maounis to serve as the mmagir^ member of 0w Amaranth master hind. Dotted 
Sussman, Chairman and CEO of Paioma Partners Managemotrt Company, Is a minority owner of 
AtrmranthAdvfsors and wil be a significant investor in the master fond. The organization sUucture Is 
outlined bdow. 

■ Nicfc Maourtis had been empk^ed cflract^ by 
Paioma dnca 1 990 where Ir was respon^bie for 
managhig approxbrately 25 traders and assistants 
harvlBng a ^^sty of srUtrage portfolios in die US, 

Japanese, Eurt^iean and Canacfian markets. Mr. 

Maotmfai had ^so been personaly re^xmsibie for 
trading a Ivge oonvertibia-aibtiraga poitfc^ 

• Given Mr. Maourtis^ strong track record et 
Pcdoma, he felt It «vas tkns to branch out on hts 
own by foUTKSrig Amaranth AcMsoia. ^lomaw9l 
mabitain a minority interest in ttis management 
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con^any. and has transfer the Paloma 
StTst^jIc fund to ArnmnUi AcMsore which wtfl be 
renam^ Amaranth Fund LP bej^nntng October 1 , 
200D. Patoma wtn also Invest up to $2(K)M 

directt/ into file ma^sr fund 



• Nick% entire IratSng team wD now be employees of Amaran&t bvAOcorrstslofAputforioiratt^ers, 
8 encysts (half so^, half Junk^, 5 tradens, 4 quants, and the remaining coreisting ol tech support, 
deiVs and tradhg assistants. 

• Paloma win contbtue to provide Amaranth with risk managejnent, back-office, eccounting, and cfth«' 
admMstrative support 


• The cpoup htpes to grow to $1 bODon AUM over tsrre. Nick wifl sperud a fair amount of Gme marketing 
ow the next year. hk. Maounb wiB eiso candnue to trwnage some ca^tal cfirectty for Paloma 
eidides. 


Investment StrateayH 

|0S0tibbnding0 4 •! 51 0 1 Puor 

• Am«w^ emi^oy a diverse group of arbitrage tracfing strategies including covert atb, merger 
statisdcal arb. uffiHies art, capitat strudiire arb (stub tracing), and warrant/opdon arbitrage. 
AddidonE^. the fund may invest in cfistressed d^ and can take directional positions in eqdty and 
fixed irtcome instniments. Nick Maoutns in cor^uncdon with his team pertocficalty determine the 
cafHtdaOocadon based on market opporturddes. The rough breakdown by strategy is » follows: 

Convmtible Bond Aibttreoe: (apfsox. 30% of cajxtaQ. consists of buying a converlible borrd and 
selSng short the urtdert)^ common stodc that the borrd is converdbleiida The portfolio is 
dMd^ between US, Canada, and Internationa! wNch inctedes Japan and Europe. The book is 
ebout 55% US and 45% International: buOc of Itdl Is Europe, some Japan, and smal amount in 
Canada (albiat more highly levered at 6x). There are 4 PMs including Nick nmning convert arb, 5 
oecSl angsts, and 3 traders. The taam does its own crediarmiysis, Bird hedges credit risk 
where fiiey can (^rtuaBy aU kitemallonai bonds asset swapped). The book consists of nrosUy of 
high delta converts. Le^rage ranges fitxn 3 •4x 

Meroer Arfattraoe : (approx. 40%) Includes Investing in securities of companies Involved in 
prospective tneryers, acqidattcxis. ca^ tender offers, lecaf^taliTalions and other corporate 
restnicturfngs. Typkai trade Is long the target of an ecqulshlon and short the buyer. They intend 
to keep a cfivetsiM book of hades, and may harvetq> to E5 deals cat at any time. Thateam 
consists of 1 PM. 4 anatysts, and 2 traders. They are wiOng to taka posMorts In much smaller cap 
con^tar^es. Leverage should be approxlmataty 2x. 

Utf Ides ArfatOBoe: (approx. 30%) buying long a bastel of utility stodcs and seKng short an 
approximately eqdv^nOy sized bask of uiiiliy stocks In anticipation of proffiing from changes In 
the plica di ffere n tial between die two baskais. This strategy relies on boDi fundamerilal and 
stadsdcalanaly^ to Identic over valued and undervalued utifity stocks. Typcal trade Is short 
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one udUt/corqiany versus Iona another. Ttaycto not qoIoi^ a spedfc energy sector verais 
shorting another. There ere af^Mtudma^ 50 positions. There be team of 4 people focusing on 
(Ms staiegy IndbjcSno 1 PM, 2 analysts pnd a trsds-. Loreiage shotdd be appnxdmatBly 2x. 

Other. C^^xsturisttcaBy, the ^oi^k may dabbb In high yield and distressed debt instruments. 

Risk Managmnendi 

foToi^toSngOT’^ ^ oT~. #2 O IPoor \H 

» /UnaranthwBlF^onPaioma'seids&tgriskinanagememfatfrastructueinatkMonto 
their own analytics. f^!c»na wS provide position and P&L information, greek 
senshMites ganvna. tmga, tho). leteraga reports. ctmc^itraOwts (size vs. ADV. 

etc.) , prvtdum at risk, and Inefo^ exposures. 

• There we no fofinal^pios^.ccmcentratlpnSmlts or stress en^yses. However.hnck 
infomt^UnAscai:^ at risk to any ^ngle position W 1-2 percwtL AddhlonaOy, Long 
Mark^ Value (notional) never exceeds 10% ^ b typlcaOy 5-5%. For risk aib 
situations, he estbnates worse case loss based on fmdanenial anetysb ol the deal 
breaUng (stocks return to pre-deal leveb, etc.). Wttt respect to ctmverts, he looks at 
the loss hom an otrem^ bankntptiq' or cash take-over. 

• Paioma performs stress testing at bast on a monlhlybasb. and may do adcfliionai 
adhoe sVess tesb dependfog cm market condifitms. They wffi stz^ss stock markets, 
interest teles, voiaUlity and credit spreads basred on historical worse case 4^)servalions. 

However, they woJld not prevtda rruch det^ regarding their scenarios. For Risk Arfa 
book, they assume two largest posttons break, artd the spreads on the rest of the 
posttorts widen slightly. 

Lkru/dkyManaaemsnlH 

I O 5 Otastandbg O 4 ^ 5*2 0 1 Poor |X 

• . Amaranth b likely to foOowPaloma's^andaitliiquicSiytevWs, whereby they seek to rraintain 25-30% 

on ararage Wffiess borrowing poww from tft^ prime brokers. The 0«up wQ abo have acc^s to the 
Paloma Seoirttes stock Iwtdng buttrtess, wMch should reduce their reibnce on prime brokers. 

■ Although Bear Stems wOI be used domes^ prime brokerage, Ama/anlh wifl plan to use e diversified 
group ^brokers for international securities. There wUI be approx. 6- 10 OTC derivative 
coufTlerparlies, and they will expect 2-wBy margin agreemanb. 

CacataM 

I O 5 Oublantfing 0 4 O 3 # 2 O 1 Poor |M 

• AmaranU) shoidd corrunence with apfxoxlntotoly S200MM in capital, the bulk of which b being 
provided by Paloma erkities. 

• New investors wS be subject to a two year ir^ lodHjp with anmial IlqukB^ thereafter upon 90 days 
notice. Exbttng tnvestors of Paloma Strategic wiS not be BubjMt to lock-up, but wDI have annu^ 
withdrawal rtghb with same rtottce period. Paloma, however. w9 be abb to withdraw from Amaranth 
monthty. 

Perk)rmano0)i 

|OSOutstBndno0 4 03 #2 0 1 Poor |K 

• The msiager does not have a stand-alone perforroMtce record. Performance benchmark b 15% 

annuaBy. 

e However, whUa at Paloma, Nlclfs team gwteraled 22% armuallzed returns over the past 10 years artd 

only experienced 10 down months. 

• During the 1998 fmanctal cilsb, Nidds book was only down 2% whRe Paioma overaO lost 30% 
primal from fixed income stralet^es. 

• Performance may dffer conskbrabty now that foe group no longer has a free cafl on capital arxJ may 
also have higher funcfirtg costs. 
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IntamaeOp^SonaBk 

I O 5 CMstantSng O 4 9~i 02 . O 1 Poor jH 

• y^nsranthViarB^totaDy on Pcdma^back-oQiee and support sbiicture. The^finnshaves^tnede 

sendee «di!ch can be terminated wfOi 45 ds]^ notice. 

• Paksna employs a taige back-office to support Its stock Iran business, ft has a good reptftalion on 

tto street for ftsoper^onal prowess. Although we have rwt met anyorte from badt-office. which 

flnyts the sem forihls category. 

G^Ctmmur^thn¥i : 

|0 50utstendlng « 4 oT 02 0 1 Poor jH 

• We have et^elirattcommurdcaltonwidtcrerSt and li^mwtageinentdde of Paloma which will be 
providing afl ttte acbnirtistrafive support. We should receive dsetoasB, wt a monthly basis, of total 
footings (leverage) fc^ eadi major strategy. 

• in adcStlon, we wfl now have more direct interaction with Nick Maounte. 

ExposuTB Mgt St^tegyU 
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Swnmaiy 

Strengths 

• Dtvereffied investment strategy with relatively low leverage compared to 
peers; (Ksiticulariy tn convert arb. 

• Exi^ienced trading teem with good track record under Paioma. 

• Stqshisticated emfrioyee compensation program, focuses on firm wide 

long term ded^on maklrtg and promotes employee cpwnership. 

• SignUicant growth erf assets urtder management ar\d more restriedve 
wiiichawal rights resulting in much more stable capital bas& 

• Gq« 1 communicatton and transparency with JPMorgan hedge Fund 
crerfiL 

Weskrtess 

■ Vblatifity in certain speci^ized markets, and potential ilSquidity in 
converfflrte artdtrage ar>d Mgh )Mld rnart;ets. 

• ”Ksyman risk", NickMaaunb is tey contoonent to success of Amaranth. 

• Tendency to tedie higher risk (largvposkion sizes) vs. Psloma and 
some other peers; thb is dearty exhibited in thek signtfiesnt ertergy 
imitlon that th^ have buOl in 2005 (30% of capital allocation and 9S% 
of 2005 performance] 

a High percentage <60%) of hot mmey investors (fund of funds) albeit 
mib'gated by more restrictive redemption terrr^ 


Oramta&m'H '■ 

j Q 5 Outsiandino 04 #3 02 Ol Poor ^ H 
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1 Amaraish^lvis(xs LLC has discretionafy BUthortty over bS Inve&tmeiil and trading acttvides of Amaranth LlC 

2 Amaranth Advtoora (Canada) ULC 1« a iwhaBy owned wbsIcBafy of Amafanft Advfeora 1-LC andhasiflscrettorajy 
trsAig authntt^ over certain patfeOas of Amaranth LLC end Arnareitfi Fund LP 

3 Each of tha Ihrea feeders hmds shown above else trabiiainB a direct ItTvestmant In Amaiwth Qiobei Efti^llea 
Masto^ Fund Umiied (shown on tha diart below). 

4 Amaranth Global Eqidties Master Fiad LbnKad also trfvests (Sractfy in this eitffiy. 
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17^)880 enHBss serva exefcslvel/ sa feedef ftnds for Airarartfh GloM B^Mes MaEtar Fml UMted. 

2 TYmm entfBes ara Amamtttw UtMStalEgf toodar funds and Invest h bodi AnHnnlii LLC and Mraianlh Global EquRSw Masitf 

Fund Umlted. 

3 Amararth Addsen LLC hes <Sscn)tlarafy aunorsy over tf invasvwa and ndino scMan of AnannDi Global EquUes Mafier 

FundlMtad. 

4 A wa f arth LLC alsa bnesta dracfly bi Ms enSiy. 

• Amaranth Advisors LLC, e Delaware Limited LiabBity Company, was orgai^zed In May 2000 by 
Nicholas Maounis to serve as the managinQ membs' of Oie Amaranth master Itmd. Dcm^ 
Sussman, Chairman and CEO erf Paloma Partners Mattagement Company. Is a minority owner of 
Amaranth Advisors. Amaranth Partners LLC. Amaranth Capital Partners LLC atsi Amaranth 
irrfsmatkmal Ltd are muM-^trategy arhitrage hmds darScated to mardmfcang latums on a itdc adjusted 
basis. The Fimds are part of a *Master Feeder* structure, in which the Master Fund tes an 
Investment objective identeal to Chat of (ha Funds. 

• Nick Maounis Is the Managing Membw of Amsanth had been employed (firecOy by Paloma since 
1990 where he was rei^xinslblc for rrianaglng epprcetimately 25 tr^ere and assbtants harvjling a 
variety of arbitrage portfcAos In the US, Japanese, European and Canadian markets. Dtaing hb tenor 
at Palama Nick's group substantial/ out|;»rfonned both the S&P 500 Irfoax.and the OSFB Tremont 
Hedge fund Index. hfidCs group wnassed a strong trade record with low corr^ation to die S&P 500 
Ind^ returning a profit In 20 out<rf33 down months against the S&P 500 during the same period. 
Prior to Paloma Nick was amirfoyed at Angeio, Gordon & Co. (1089 -1990) and LF RolhschBdL 
UnleitMrg, Tdwbin (1085-1089), where he was an SVP in charge of al convertible srbNrage tnicfino. 
Nick graduated from Uconn In 1085, wlfo a Bachelor of Sefanca degree. He b registered in Ns 
Inrfividual capadty as a commodity ttacfirtg adviser with the CFTC. 

Other Key Individuab Include Charles WinMer and Robert Jones 

a Charles WeiUer serves es Amaramh'a Chief Operating Officer. Charias JNned the fbin in July 2roi 
and terespons&fe for martagittg all non-ttading rebled delsBs of Ihe firm. From 1996 - 2001, Charles 
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was Sentor Manaf^ Director end Cutler Operatstg Offset for Qtactel lirvestment Group, LLC. Prior 
to CItslel, Charies was a Partiter vrilh the Chicsgo law film of Neal Gerber & Bsenbers- Hts 17 year 
i^a( practice focused on providng tax and corporate cotmseSim.to Investment Bdvfe«B wid (aivate 
kwe^mert fimts. Charles from Emory h 197S with a Bachdor^ degree h Business 

AdmMstra&>n h Accounting and from Northwestern University Sd>ooi of Law. rec^vir^} a Jisis 
Ooctorki 1979. 

• R^ieit Jones serves as Amaranth's Risk Of&cer. Prior to Amaranth Rob was «n)dc^ed at 

Goldman, Sactis & CO. 'spedSicaBy fo ttu Fscher Bbck group. His elective was to develop 
Fsoprtetary wblb^ sbateffies and risk BmBad portfe^ rntfugement U^inlques. Rob also was part 
of GoUmatVs artdtrage trac^ laift. where he ran a Bsted and OTC dertvatlves a:Exfi>g book. 
Notable evenfs in Mr. Jones career Indude being invUad h 1988 by the NYSE Qtakman, Jc^ 
Phdan. to assist hkn fo evaiwdbig arxl addressing operational risks «(|>osed durk^ the 1987 crash, 
in 1989, Rob joined the Pelofna Entities voters he mar^aged an infl dertvatrve pc^oiio. He 

mat Nicfc Maouttis and worked togetter for 4 yaata m^uc^ng po^ of capital for Ptdotna Bitities. 

Most lecentiy Rob has led Staefivarkis Capita a firm helping quantitative^ orl^ifod hedge funds to 
Identify and matmge sources of performance imcartsinty. 

• David Geffin, serves as Amaranth's Credti Officer and Is ra^>onsible for all counterparty aedfi 
ertalysis, est^^^ting bdts and rregotiating iSOA and finafKfog agreements. Beforejdnlng 
Amsranfo in 2004, David was senior (Ke cr^ offfoer h the h^ge find credit department of Oddman 
S^hs. David is the prlriBry contact for the JPMorgan hedge furtda«£t group. 

• Initially Paloma had a mlnbrify foterest in his managemerti company, artd transferred the Paloma 
Strategic fond to Amaranth Advisors which was renamed Amatanlh Fund LP beginnirtg October 1, 
2000. As of Jarujary, 2004 Paloma end any of individud employed by Palorrta. no ksiger has any 
investmarU In any Ainatanth entity, 

Amarartih has been working to expand Ihdr presence fotemetiortaBy and have c^ned offices In London 

and Singapore to corrtpSment th^ existing Greenwich, Houston and Toronto offices. 

Investment Siratetay^ 

|0 SOublanding » 4 03 02 0 1 Poor | K 

• The principal strategies that Artteranlh envoys are covert aib, merger arb, statistical atb. capital 
structure arb, and opporturtisUceqidty artd distressed 7 oedHarbitiagelnvWtments. Anypositkm 
that Is aOeast 1% of tofol ca(ritd Is considered a core position. Nick Maounls In coitlunctim with hfs 
team on a monthfy basts delermtna the caprfot allocation to each strategy based on market 
opporturuties. The rough breakdovm by strategy is as fotiows; 

ConvertiWe BondAbltrageit5% of totai Fund Capital, down from 60%at its oeaki : conslslsof 
buying a convertible bond and seWng short a varyirrg perce^ge of the underfytr^g common slock 
that the bor>d is convertible inta TheportfoBoisdlvidedbetweenUS, Canada, and International 
which includes Japan and Europe. There are 4 PMsIndudIng Nick nrnnlng convert aib, 5 credit 
analysts, and 3 triers. Amaranth anafy^ credit fo house, most cases hedges cratfil risk 
where they can (virtuaify aR international bonds asset swapped). Leverage ranges from 3 • fix. 

Merger Arfattraoe fApproximatefv 5% of total Fund Cattitafi: Irldudes kivestmg in securities of 
oompanies kivafved In pto^rective mergers, acquiskfons, cash leiuter offers, recapitalizations and 
other corporate restruemrings. Typical trade is kmg iha target of en acqidstion and short the 
tujyer. They intend to keep a dIvOTi&ad book of trades. They are wiMng to taka positions bi 
much amaDar cap companies. Leverage should be apfutnomotefy 2x. 

Credit Arfattraoe 125% of caotefi: may be dMded Irtio a number sub strategies such es capital 
structure erbUrage. event (ktven arb^ge, and merger artArege. Trades be In the fom of 
buying and s^Bng of rfifferent classes 01 securfties of the sarne issuer due to a perceived 
mksprtdng between the two. Typical capital structure trade may involve pun^tasfog sertivdebt of 
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an issuer and seftig subordinatecl debt of the same tssuerwtwn the subordinaled d^ls 
befieved to be overpriced relative to file seni O' debt AtemaOraty. enolher form by wHdi to 
eaqrirtt perceh^d Rris|xictr^ may be buybig oe^ defaiA svraps of ttte same tfifierent 

malurffies where certain defatftww^syeads are exp e cted to widen wtighten based on fte 
p^cdvedSnandalstsyDBHyrtftheundwtyingcwnpany. ^tervariaSons^'creiSf related 
posibons Induda tradir^ ctf bank loans, trading, crerSt defauK otfig^tons, and crecSl options. 

4Q%tftheoe(Ot«bfbagapOTlfo8oft»aiong bias,40Klsindtefonnaf bespoke syr^fc 
CDOs and regular CDOs. Leverage Is on average is 3^x 

Volaffitv/ Ctetion AiMrape fabout 2% of caoftaR: invoK^ puohasbtg or seibtg an option on an 
underlying iinand^ instrument and sailing or purcha^r^ a varying percentage of the underiying 
bistnsnent ttteantidpatedtiiateprc^^beearTreduponeettiistan^mavetnttiepriceoflhe 
imdeeiying InsUument ( in die case catena are purchased ) or upcm a retire lack of movement ta 
the ^ce of die undert^ng Insirvment ( in the case optfons are ). in cert^ esses merely 

a position Is antk^iated to produce a tinenctng profit The cutTwitposftton Mas for this 
str^egyistebenetkMigvolaiiky. Primarily looksig for cheap priced volatile and ttiey attempt to 
managed on e delta netAral ba^ 

Energy Arfaltra(;ief30% of eaototih The Fund has Iwad e ccsiple of forms' Enron energy traders 
to bttifd an Energy Aibfoage desk. Energy arbitrage oppotUniities can ala> taka a number of 
forms due to die ^gfdticantamouit^avBSable*Enef^ products. AgMericgeo(paphicsti 
energy artritrage rem be tradbig the difforence of pike in a given commorSty ^herln the same 
locatian or hi r^erent geographical locatfoa Other arbitrage ^poromitiesinckjdet^Bde 
arbitrage v^ilch encompasses trading the difTerence bi price erf two ralatod crude based 
commodities such as the spread between WD and Bi^ Crude. Q^ieraSy these arbitrage 
opportunitiea are created fiaidMnental news affecting production and faiventny. to ^etitiem 

ti^es may also nmy also be on the perceived price volalBBy of erode ofl and othe* crude products 
such as gasirfine,^ fuel end heating oil and or the con^alion between one amther: These 
views have beetn exf»essed through calendar spreads, in addtion, deep oui-of>the-mon^ call 
^Jtions are purchas^ as a cheap way to take advantage price shocks. Leveage raises from 
5-8X.. 

Lrnig / Short Eoultv flSVotca^t^l: The Fund has recently carved out the Long / Short eqitity 
strategy and created a stand alone fund, the Amaranth Global EgiMes Master Find Umiled. to 
warehouse 20% of the equi^ strategy, the other K>% of the strat^ is slfO booked in Amaranth 
LLC. The capita tifocatfon of toe Amaranth Gictoai Equities Master Fund Ltorfted is iSvided as 
fbnows;35% healthcare <100% of AmarvitoHeibcUmhed), 35% Technerfogy, 15% Ufflities, and 
15% In Ftoandals. Going forvrard each pwtfoBo manager^ hava a separate fund similar to 
Heb structure, where each fond wfli have hs own portfolio manager and a their own portf^ of 
equity posHkxtsspedflc to one todustry. The Long / Short Equity strategy reties both on 
fundamental and statteticaienatysb to identify urtder and enrer priced eqitities. Leverage 
historically has neverexceeded1>tX and Is eurTentty2x. The percaniaga of capital allocated to 
the Long / 9Kvt Equity strategy nay never exceed 30% of tot^ capital 

Statistic^ Arfaftraoe 18% of caolaO: Is a relativaly new strategy for the tovesimani Managw and 
currently only tradng to the eqtAy atto foreign exchange iraricsfls. The s t ati stical arbttrai^ focus 
In eqidty revotves Kound tiad^) positions on the Russeti 2000, avwagn trade size Is 50.5MM lo 
$1.0MM. ThestattsticalaitrflragafocustoforBif^exchangesisfocusedontracfinglhell most • 
llqtrfdcurrendes and average trade size is S1.0MM. The bilerast rate staiisticaf arbitrage model 
is current to toe proce» of development. The statistical arbitrage strategy is based off ^7 
models which look for anomaSes In the ftoca correlatfon amongst the tarred underlying index or 
basket of securities, investment horizon pertrades are gener^ktside of 1 month. The slat aib 
book Is 619 in Bs beta testing stages as ssnfor marragement betieves the Incubation period for this 
sttategy is ep pr oad m ately 3-5 yeare. 20 progranmers who are refining the 

afooilthfiu and code. 

Lsgest positions by sector end strategy: 
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The liinffs GM convert arb position accoiaite fM- the largest auUmotIve company podttve. This 
has been a core position for quite some time. 


Risk ManaoemenfH 

I O 5 Outstanding # 4 

03 

02 

O 1 Poor 



The Chief Risk Officer is Robert Jones and is orte regarded as one of tha 3 most senior officers at 
Amaranth. Rob‘s rrtandale is to create a more robust risk manaoemenl system and process. 
indicated that he Is oortsuilbg both In house and otriskte [rKTrvldi^ to achieve their objectives There 
ere 12riskBeutenants In theriskmanaoemertigroupunderRob. Roughly al of the Individuals have 
an ecademtc background, alafthelndrviduBb possess advanced degrees in various fields. Typically 
most hedge funds have one Risk Officer rr»«iiioring the risks of the trading book However, at 
Amarvrih Rob feels that to ensure tradere are adhering to risk guldeUrres a risk manager is assigned 
to each tradng desk / portfoTio group. In eddtiian. Rob feds by having the risk maitager sit amongst 
the traders on the desk, the ride manager Is more In tuna with tha martceis i^c they see the flows and 
gel a better idea of how the maried trades. Thus, better able to understand and manage the risks. 
Arwther unique quaO^ of the C^f Ride Officer at Amaranth, RrA has the authority to unwiraj I dose 
out any position based bn Hs risk proffie. 

The risk management group has ^peements fai place wdh fTO 33 a group which focuses on 
development of risk martagement systems. Rob Is also actfvaly hiring more risk management 
professionals. 

• Amaranth has developed its own risk management Infrastructure. The risk group provides daily 
podtion and P&L kifotmatkm, greek sensttrvttles (delta, garrma, vega, iho), fevefa^ reports, 
corKsntratlans , prerrtium et rl^ and industry exposures. 
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• Rob Jones on a basis receives the fc^lowfns risk reportif^ 

1. TTte risk managemeid group fmducesd^ VaR and Stress rqjwts. The Var looks at (fiffeTHtt 
con&JMtca levels from 1 SD @ 68% to 4SD @ 99.99% over 20 days. Currently the Var has b^n 

than 1% of total c^f^aL The parameters for the stress repcKts are increasing credit spreads to 
S0%,vcfefl^ccmbectino30%fbr 1 month, 15% fa‘3month$,7%for6m(Nifr»and3 %for12 
months, tnlerest rates up 10% or 1.1 * rite yield curve and sto^ be^ flat The shock is a worst 
case scenario and Kwoiidknpect 3% of the total fire pcKtfoifo. However, the da9y 

stresses tests each strategy separate aird a overeB portk^o stress to consoBdate aU the 
(msifiorrs end egrets to certain market events is frt the works, 

2. Rob also receives a daily report fiiat bre^ down aO of the tong arrd short posMlorrs, with largest 
concerrtrafions. Further the report elso provides detail regwdltq the top 5 and 10 fong and short 
pctthions. 

3. A real time P&L monitor for portfoIiaswHhUqdd,excharrge traded securities 

4. Liquid report wNd) presente positions^ their volumes per each strata which the managers 
use to constrain the sitt ^ each strategy. 

• Each risk Eeulenant perthe product group they are ssslgrwd to generates e capital reserve for 

each frxSricford ptteUmt The eaffital requirement is ba^ off of the outennes of 12 diiforerd 
stress scenarios Jones came up wkh. 

• The risk Beutenente ralculate expected loss based on 10% annualized vot per each individual 
posUoit. 

• There are no formal slop losses or concentrBdw> Brnts. However. Nick Informally limits capital at 
risktoany sfog)eposIdonat3%. Mditlonally, Long Market Value (notional) never exceeds 10% 
and is tyrdcaBy 5-6%. 


Ucn^Sty Managanendi 

I O 5 OulManaiiB 0 4 *3 0 2 O 1 Poor | H 

• Amaranth seeks to mafritain 25% on average excess bonowtaig power from their prime brokers. 

• Amaranth has hdt thdr own stock loan business to rrfitigBte any potentlBl prime bn^c^ service 
cKsruptions. The enfity is Amaranth Securities U.C a registered bfidcer'dealerinnrporeted In 
Delaware. It is ready to go Eve once it receives NASO approval (which la Imtnlrtent). 

• Amaranth (ses 6 cfifrerenl prime brokos for domestic artd tntematlonal securities and they ere 
Goldman Sachs, Morgan ^niey, CUgroup, Leienan Bros., Deuteche Bank, aiKl Menfii Lynch. 

• The Prime Brokerage agreemente fridude lockups from 30 - 90 days for Itoandng and margn i^els. 
These lock-ups are germrally subject to ISDA Eke covenants lrtdijdr>g e *Keyman Clause* and NAV 
triggers (of 30% a quarter). 

Caofla^ 

^^50lllsBlHlina0 4 03 02 OlPoor | H 

Arrmranth LLC Net Assets ea of 09/2005: S8,100.0MM 

• Amarjmtti LLC commenced operations with approximately $200MU in capital, the bulk of whfoh 
was provided by Pakxna entUes. A large portfon of the capital (af^xrox. 60%) comes from Fund of 
Funds, about 7% Is from Insurance compeufies, 8% from retirement and benefit programs. 6% 
from high net worth IrKfivUiials. 5% from flrun^ Irtstitutions, 2% from erHkxwments arto 3% is 
iriElder cafUtai (which kidudas deferred compensation). The Insider capita! does not get charged 
management or performance fees. 

• The largest Investor amounts to 8% of total c^hal 

• 70% ^aS iTTvestors have been with the fund longerthan 1 year. 

« AD caphailnvestmente made tyPaloma entities and imfivkiuals who are affiSated to Paloma has 
been returned. 

• Thve ere three ways out of the Fund rie wfthdrevrais; 
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1. AnmialBqul(fity,13monlhtnitSallockupW90dayswTaa>naitKe 

2. After the InlSal 13 nuntti lock up, quaiierty Apcft, Jidy and October 45 days 

noiice and a 2^% fee. 

3. Annual rKie}T47Son(rf[HOfits only vtf 45 days written n^ice. 

* ThtfB te a 7.5% gate which counts agakist ^ redemptions made durkig the couise erf the year. 

* Potenttal largest redemptkih would be 15% of nav if ev«y quaked Investor proyid^ notice to 
redeem. 

• Amaranth experiencEKf a signfficarri net inflow of new capftai In 2005. 

• Bec^li^ In 2/05, new bwestoisv^ be Sidled to a 2 year lodc-up on capital 


P&lbimanceH 


I O 5 OutstarKfiiro # 4 


03 


02 


O 1 Poor 




Since tte funtfs inception in folober 2000, the neatest monthly loss has been less than 3%, 
occurring bi Jtme <rf 21X12 at which ttme several notaUe large corporate frauds and bankruf^es 
occurred (WCOM, AdelpHa, eto.}. 

The Ftsid has performed quite end has ^oduced double (Ogft rebsns for «ch of the last three 

years. 
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. Date 

MU 

¥M ; 

Jaiv4Q 

3.10% 

3.10% 

Feb-02 

0.1B% 

!.%>% 

Mar-02 

1.43% 

4.n% 

Apr-02 

0.46% 

S25% 

Iiitey4a 

0.16% 

5.42% 

JlHVOZ 

-LOSS 

-2j63% 

Jte-a2 

-029% 

244% 

Auo-02 

0.72% 

loe% 

Sap4]Z 

2.16% 

541% 

Oet-Q2 

2j65% 

9.10% 

NovOZ 

3.88% 

1229% 

!Deo02 

2.70% 

15.32% 


Dat» Utd YItf 

J«v03 3.«S% 2M% 

FsMn aM% 7.Q7« 

ite-03 ai7« 7.2m 

Apr^ 1.33« iM% 

May^ 2.33% lt.21% 

Juv«3 (LBO% 

.«M3 >Q.Sa% 11.23% 
AU 1 HI 3 0J3% 1Z2B% 

Se(hOa 1.41% 1344% 

0003 2.B2% 17.17% 

NoHU 1.70% 19.10% 

Pac-03 1.67% 21.15% 


Date Ut4 ytd 

JtMH 1.W% 149% 

F«b-M a7B% 2.79% 
Usr-M 0.50% 340% 

Apf4>4 •0.59% 249% 
W>y4M -0.40% 247% 
Jun4M -CiaH 2.15% 
JuK>4 046% 3.13% 
AU»4M 041% 345% 

Sep-04 140% 4.99% 
OCHM 146% 621% 

N0V4>4 229% 9.64% 

Pec-04 1.95% 10.43% 


Juv05 

-027% 

•027% 

Fe^ 

0.17% 

-0.10% 

Uw^S 

0.00% 

040% 

ApMS 

•2£2% 

-144% 

Uiy-05 

•2JM% 

-349% 

JuvOS 

3.03% 

-0.08% 


2.39% 

148% 

Ai«05 

5.19% 

845% 

Sep-OS 

749% 

14.83% 

Oct-05 

0.00% 

1443% 

Nav4}5 

0.00% 

1443% 

Oee-05 

0.00% 

1443% 
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Although Amaianth's peiformance fv the first of 2005 was negattvely in^>acied by events In the 

convert arb (tong GM txinds/short ^ and structured credhfcorr^ation positrons, fire funded has 
rebounded bi the latter half of the year almrnt solely due to its targe energy related calendar spread 
positions and deep out-of-ttie-memey call c^rtkins on energy that ptadiased prior to ibjrricane t^tilna. 
These energy po^ons eccoisit for 98% erf the fumfs 17% YTD perforrnanca ^fese fees) foroi^ 
Ncnretnber. These positions account for 30% erf Amaanth capital allocation and tire highest among all of 
Its strategies. 


fntBmai/OpefationaM 

I O 5 OutaanJing *4 0 3 0 2 O 1 Poor [ H 


• There are a total of 133 peofde in the operations group at Amaranth, Tba operaliorts grurp 
encompass information technology, oontrollers, accounting, legal counsel, dient lalatiorrs, 
confkrnailons, artd trade support 

• Amararuh performs their own back office and trade support In house. 

En^rfoyee Compmsatian: 

Am»anth s^ktr mgml has Iratituted a new form of ennuat employee compensation and deferred 
compensation. Annual compensation Is determk^ by the degree of the IneSviduals job function and 
how It condibutes to generating inoome or If H is focomeneutrirf. The aranjal CMnpettsation is based 
on the wdghtings in three different categories; IjFimi wide performance 2)Orvsion3)Discretion. A 
Senior Trader may have the folowing wel;^rtgs 1) Fffm wide perfotmaitte 30%, 2) Dhtislon 50% 3) 
Olscrelion 20%. Accorefing to these w^ghtings the Senior Trader benefits fiem the overall Fund 
performaiKe but the ImBc of Ms / her compertMtion Is based on the petfomianca of his / her trading 
desk or dcvtekMi and less centered erouttd satisf^tg the ganerM jtrf> raqurements Le managetiM ^ 
r^jerations reqxHtsiMlities. Ajunlor person may lave tt>afoQawting compensation weighting prt^jl) 
Firm wide performance 10%. ^ Divi^ 10% 3) Dtscretion 80%. Where tita majority of the ' 
compensation Is based on execution of job fonbion Le operations and administrative pmsonitel foB 
into the grouplrtg. The deferred conpensation is based on the firm's rrfiflosophy to maxlmlzB returns 
on a ridt BtilusM basis with cairftal preser^tion and risk management a priot%. The deferred 
compensation payout Is Msoqxead over the coiffse of three yean. With Ihe defened compensation 
portfolio managers and traders ere less Gtely to taka urv)€»ce»aty risks ard attempt to home runs 
with eveiyswlt^. 

Investment Terms: 

• $ 5 MM mfoinnmi investment (siiiscriptions accepted monthly) 
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• 13% momlfee;20% IncenVve Fee ( adtSton^ r^mbursemait of ceitain expenses resulling 
frmn the iqief^on of ttw Funds and the Master Fund 

• Hi^Water Marie is emfAoyed. 


CBent CommunksSm){ • 

{ O 5 OutetarwBnfl O 4 Q t poor ~| k 

• We have good communication with credit and risk management side of Amaranth. JPM 
hedge furd awSt receives disclosure, on a monthiy basis, of capttat b/ entity, largest portions, 
capital location by strategy, leveraga by strategy, total number d Iradirtg po^ons by strategy 
and overall perfomnanca 

BqjostffBMfft Strategy^ 


Other Commants and/or ABadments: 



ASaCStBiRnCon1204.p 

Rating Histcay 
Archive TNs Document 
Document Approval 

FIrstAppfoval: 

12/23/2005 07:07;17W 


Second AoQTov^; 

1 

Approved ^ 

12/27/20051120:27 



AiShor 

- — Inst Edit: 

09/15/2000 103120 AM 

12^7^005 1120:30 AM 


* Redacted by the Permanent 
Subcominitlee on Investigations 


CnnfIdentisIStrietly ConTidenfial » Not For CircuIvtioniConviuttee Hemiwn And StsR Only 


JPM-PSI D00g7037 




861 


OPLevengaf^tadtOue^iBgenee 


Crut^ By Mchkat Oirtct Oa layU/aOOi OBtOOtlS PH 


_ rawrni Lcn? (Ti^iiEPi^r: 


iAfURAN'm *ADVI50ItS UC^ *■: 





*Manc{atory fieWs 5 -> Outstanding I-:* Poor 
Comment should not be more than 500 characters 

Summary 

Strengths: 

• Experienced trading team wrid) good trade record under Paioma. 

• >tdequaie cornmurveatiem with JPMorgan hedge lund credit 

Weakness: 

• Styie drift. Amaranth origirtaOy launched In 2000 with a muttl-sirat 
focus, in 200Sr6 over 80% of profit was attributed to investments in 
energy maricets. 

• Concentration in the energy markets, over 40% of capital atocated to 
investments in finandal emrgy contracts. 

• Volatinty in the energy markets has led to sunilar volatirrty in 
Amaranth U.C*s returns. 

• High percentage (60%) of hot mortey investors (fond of funds) albeit 
rNtigated by more restrictive redemption terms. 

• Estimated perf^manca in first two weeks of September 2006 may 
lead to capita) under management to be dovm by -55% ytd (65% in 
die month of Sept). 

• Potential far s^ntficant Investor redemptions due large losses in 
energy trades has forced the manager to suspend redemptions. 


Risk Rating Summary 


Over S yttn of operating peribrmarKe. 
Downgrading the raOng to 6+ given the style 
drift toward corKentradon In er>er^ marIcetB 
and huge tosses Incurred. 
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AMARAtmt SECS ac 

6 + 

Subof Amaranth Partners LLC. Little to no 
exposure to the stock borrow loan arm of 
Amaranth. However downgrading the rating to 
6 + gtvei the liwestment Manager's lade of 
risk cHitrols and poor judgemer^ In regards to 
the energy trading boi^ 

AMARETS MASTER LTD 

6+ 

Entity Is fuOy guaranteed by Amaranth LLC 
ifowever dowi^radkig the ndirtg to &*■ given 
the Investment Mattaj^r's lack of ride centred 
and poor Judgement in regards to the energy 
tiadino book. 

AMARANTH ADVISORS LLC 


Over 5 years of operating performance. 
Downgr^irtg the rating ta S'!- given the style 
drift cortcentrabon bi ertergy markets artd 
huge losses tnoirred. 

AMARANTH PARTS LLC 

e-t 

Over 5 years of operating performance. 
Downgradfr>g the rating ta 6 - 1 ' given the style 
drift Dortcentratlon in mergy markets and 
huoe losses incurred. 

AMARANTH GBL EQ tfTR FD LTD 

6+ 

uebe to tK> exposure to this entity. However 
downgrading the raUng to 6 + given the 
Investment Manager's lade of risk' controls 


and poor 3 ud 9 ement In regards to the energy 
trading book. 


Organization 

Organization ^ 

«Organization Score*^ 2 


"Reputation and track record of PrlndpaU^ 050403#20l 

"Cammentary 

Nick Maounts had significant prior experience managing a convertible 
arbitrage trading book for Pak>ma before iaunchlr>g Amaranth. 

Amaranth began wHh approidmateiy ^200MM In total eapltol urtcler 
managemerR in 2000 artd peaked in 2006 Co over 69.5bn. However 
due to recent heavy trading losses In the errergy book, oipltal under 
manaoement r>oiv down bv 55% vtd. 

"Lack of Key Man risk^ 0s0403920l 

"Commentary 

There are a number of Itxfivkiuals «dw have authority to take on risk. 
Currently, 6 rlan Hunter (MG Trader) has the largest risk apital 
alloatloa ApproxIrrMtefy 40% of the Arm's capital is currently 
dedicated to energy positions. Certain degree of keyman risk given 
perfbrmar^ce for 2005 and cuiretft 2005 relies heavily on performance 
of Brian Hunter. 

"'’ZnstituUoiulizatlon'* 

ortherirTn<& 0s0403#20l 

"Commentary 

Majority of senior professlorxais at the Arm are seasotred ar>d have 
significam prior experience at Wail street Arms or other reputable 
hedge funds. Until recentiy the Ann had over S years of operating 
htstorv with exceptional annutf performance. 
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1 Amaranth Advisors LLC has discretsonarY authort^ over aS investment and tracfing adiviUes of Amaranth LLC. 

2 Amaranth Advisors (Can^) ULC Is a vrhoOy owried substdraiy of Amaranth Advisors LLC and has discTaUcinaiy 
trading authority over certam portfados of Arruranth LLC artd Amaranth Fund LP 

3 Each irf the ^rae feeders funds shovm above also malrtt^s a dirsct Investment in Amaranth Global Equities 
Master Fund Untited (shown on the Chart bekm). 

4 Amaranth Qlobel Equities Master Fur«d UmKed also Invests directly In this entity. 
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I'nwsa entHies save flxctusivaly •« faed«r(Ln4c <or Amararrih Glob^ EqUUu Madar F=und Umlled. 

2 These eoMes are Amarerrth's MtAvStaiegy feeder hjnds and kivesi b> both Anferamh LLC and AMmah Qiobal Equllfes 

Master Pinj UmBed. 

3 ArearBnatAdvtsonU.ChssdBacQonaryBUihorRyovertf imestmeM and tracfinQ aaMles o( Anarenth Global Bqurties Master 

Fursl Umilecl 

4 Amaranth LLC also Invests dtecBy tn Ms entity. 

• Amaranth AtMsors LLC, a Delaware Limilied Liability Company, was organized by Nicholas 
Maounis to serve as the managing member of ^ Amaranth funds. Amaranth Paiiners LLC, 
Amaranth Ca;^ Partners ULC artd Amaranth international Ltd are muhi-strategy arbitrage funds 
dedicated to maximizing returns on a risk adjusted basis. The Funds are part of a "Master Faeder" 
sbucture, In wf^ Amaranth ULC has an investment objective iderttical to that of the Funds. 

« Amaranth Global Equities Master FutkI Ltd is a Cayman lslar>ds exempted company. Amaranth 
Qobd Equities Umited, Amaranth Globe] Equities LLC, Amaranth international Amaranth 

Partners LLC, and Amaranth Cafrital Partners LLC are the pravapai investors in the master fund. 
Amaranth Advisors LLC is the Ira^ng advisor fiv the master furvt. 

« Amaranth Securftfes ULC a Defware Umitaled Liability Company. The company Is a registered 
broker dealer that was setup to fedirtate the stodc bomw loan business. 

• Nick Maounis is the Managing Member Amaranth, he had been employed directly by Paioma 
since 1990 where he was responsible for managing approximately 2S traders and assistants 
haniSing a variety of arbitrage portfoSos in the US, Japanese, European and Canedren markets. 
During his tenor et Paioma Nick's group »jbstantial>y outperformed both the S&P 500 Index and 
the CSFB Tromont Hedge fund Index Nick's group amassed a strong track record with low 
dKT^tlon to the S&P 500 Index returning a profit In 29 out of 33 down months against the 8&P 
500 durktg the same perkxl. Priv to Paioma ftick was employed at Angelo, Gordon & Co. (1989 
-1990) and LF RotitschBd. Untmbeig. Towtrin (ISSS-ISSS). where he was an SVP in charge of aD 
convertible arbitrege trading. Nick graduated bom Ihe Univetsity of Connecticut in 1985, with a 
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BachehK of Science degrro. He is registered tei ids individual capacity as a commocS^ trading 
advisor with die CFTC. 

Other Key individuals indude: 

• Chales Winkler serves as Amaranth's Chief Operatkig Officer. Charles joined the firm in July 
200t and is lespcmsiUe for managing al non-uadlng related details of the finn. From 1996 - 2001, 
Charles was Senior Managing Director and Chtef C^>eratkig OfRcar for Cttadei Investment Group. 
L.LC. Prior to CItadd, Charles was a Partner the Cidcago law firm of Nea! Qerter & 
Eisetdierg. Kls 17 year legal practice focused on proviifing tax and corporate counseDng to 
divestment advisas and privatB bivestmer^ firms, oiartes graduated from Emory In 1976 with a 
Bachelor's degree in Business Admir^tradon In Accounting and from Northvirestem University 
School of Law, recdving a Juris Doctor in 1979. 

• Rcdiert Jones serves as Amaranth's Chief Risk Officer. Prior to Amaranth, Rob was employed at 
Goldman, Sa^ & CO. spedficaily in the Ftecher Black group. His objective viras to devebp 
proprietary arbitrage strategies and risk Smitad portfolio management techniques. Rob also was 
part of Goldman's eqirily arbitrage tradkig unit, where he ran a listed and OTC derivatives trading 
book. Notable event's in Mr. Jones career Induda being Invited in 1988 by the NYSE Chairman, 
John Phelan, to assist him in evaluating and addressing operattonal risks exposed dicing the 1987 
crash, in 1989, Rob joined the Patoma Entires where ha managed an International derivative 
arbitrage portfoOo. He met Nick Maounis and they worked together for 4 years managing pools of 
caphal for Paloma Entili^. Most recentiy Rob has led Stradivarlus Capfral, a firm helF^ng 
quantitatively oriented hedge funds to identify and manage smsces of performance uncertainty. 

• Artie DiRocco Is the Treasurer and is responsible for counterparty relations and maintaining aii 
financing relationships. Lauratyn Pestrftlo assists h maintalrilng counterparty reiationshrps and 
negotiates tiac&ng agreements with counterparties. We maintain regular contact with both 
in^duals and they are our primary contacts. The senior prindpals (Nick Maounis and Charlie 
Winkler}, as well as Artie DiRocco, are we8 known to JPMC. 

• initiafy Paioma had a rrnnority interest In (he Inirastment Manager, and transferred the Paloma 
Strategic fund to Amaranth Advisors which was renamed Amaranth Fund LP beginning October 1, 
20CK). As of January 2004, neither Paloma nor any individuai employed by Paloma. had any 
investment ki any Amaranth entity. 

Amaranth has been working to expand their presence kitemationally and have opened offices In London 
and Singapore to compliment their existing Greenwich, Houston and Toronto offices. 

AKhough NidiMaounls had dgnificant prior erqieriancd managing a proprietary trading bortic at Paloma 
and other senior Imreslmant Profesdonals such as Chaies WbiMer COO and Robert Jones CRO had 
a reasonable amount of related erqraienca at other reputable hedge funds and Wall street firms, their 
recent decision to take outsized positioris In the energy markets deserves a downgrade of the 
Org^iZBtlon rating to a 2. 

Organization Score Change History 

investment Strategy 

Investment Strategy^ 

•Investment Strategy Seared 2 

•gearly dettnecl and executed Investment program^ 0504# 3 O 2 Q 1 

•CoRimentary Amaranth Is a muW s t i ategy fund and has the Rexlbllity to invest In virtually 
any martcet with no SmltaOon on pcatOon stie. 

•DivarsiflcBMotref risk posttfons within portfallo^fi^ ^ 0504030201 

•Commentary me Funds do not h»e strict concemrotion and stop loss ilmJbs. Cufrent capital 

allocation to energy/nat gas dearfy d er no n s b ates style and lack of 
portfolio diversification, greatty reducing any benefits fnvn other uncorrelated 
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tnvgtment strate^lg. 


*aear defMttm) of leverage with ttsi^ levels 
consistent wftli ctratem and peers ® 


05O403#20l 


*Commentary 


levaage varies depencHng on Inve^ment strategy. In cetain str^sgles 
leverage tanployed may be up to BX. but thens are no restrictions as to the 
amouitt of ievarafle they may emptey. 


e Amaranth Qobal Ecjuliies Master Fund Ltd primartty focusses on both {ong and short Investments 
glcAaiy uslr^ fundamental research and proprietary valuation models. The fund concentrates on 
eqinty and eqidty-Gnked Instruments end related opdortt, bid the Irrvestment objective permits the 
fund to trade bi securiUes and derfvalives of any No restrictions are plac^ on the 
bistruments, strate^^, nerkels, or countriss h wt^ the fund may invest 
AmaranthSecurifeslLC 

• Amarartit Securities LLC prbnaiy focus to fac^tate stock borrow loan business. Amaranth 
Securities LLC {Himatily ensures the Amaranth Funds abIRy to cover short equity po^ons taken 
in its convertible art. bMk. Their abifity to perform this task (aitd not rely totally on (heb prime 
broker) Is somethirtg that reduces liquidity risk, and therefore sets them apart from their peers. 

The business is a source of postlrve cash flow, however it Increases the leverage of the bistitution 
and may cuase Hqiddtty concerns. 

• The prindpal strategies that Amaranth LLC employs are energy arb. covert arb, merger arb. 

' statistical arb, capitol structure arb, and opportmhtic equity arid distressed / oWit arbitrage 
investments. Any position that is at least 1% of total capital ts considered a asre portion. Nick 
Maounis 'm coc^imction with his learn on a montMy basfo detomrine the ca^ritaj aHocation to each 
strategy based on market opportunities. The rough breakdemm by strategy is as follovrs: 

Enemy Arbitraoe f56% of capitaR Other conwnodrties fS^I: Energy arbitrage opportunities can take a 
number of forms due to the significant anraunt of availabte "Ener^ products. A generic geographical 
energy arbitiage can be trading the difference of price in a given commodity eittter in the same location 
or in difforent geographical location. Other arbitrage opportunities include Grade arthrage which 
encompasses trading the rfifferen^ in price of two related crude ol based commodities such as the 
spread between Wn artd Brent Crude. Generally these arbitrage opportunities are created by 
fundamental news affecting production and inventory. In addition tr^es may taka a view on the 
perched price votaUIrty of crude oil and other crude products such as gas^ine, }et fuel and heating oil 
and or the conelalkm b^een or>e aruther. These vWws have been expressed through calendar 
spreads. In addition, deep out-oMhe-money aril options are purchased as a cheap way to take 
advantage of price shocks. Brian Hunter (ex-Deulsche Bank) was hked in 2004 and he was the head of 
Amaranth's energy trading prortfoiio. His expiertise b m traefirp natural gas. Natural gas, in prarticariar, vs 
an extreme veriatiie commodty. The 2006 edendar spreads have traded as high as $4 and as low as 
$0.50. Products traded fo the other commodities Indu^ precious and base metals. The current 
«nount crilevMBge employed kr Energy botric 432X,numbar of podtiona 6,571. Cunent amount of 
leverage employed fo Other Commodities book 5.0^ 1,685 posttions. The energy and commoditi^ 
portfoflo experienced losses in Jufyr pxedominately (kiven by tic^itentng of seasonal spreads In natural 
gas. During the month there was dgntffcantvoiat^ In natml gas {MiCBs due In large part to Ihe first 
ever *draw* from nature gas reserves during a summer month, and the aiuiouncemait In July ' 06 that 
a nature gas hedge fond was giring fo Bqukfate its pxxtfofio ^ifother Rock). The Investment Manager 
is condde^ reofibraling to have a smaSer aHocation In natisal gas In the future, however, they still 
bcrilevfl opipottunltles in netursi gas remain attractive and continue to mafaitain posMons wtwrs they 
bellave foridamantals are cSsconnected with cunem prices . Aside fnxnnattati gas. other areas tn 
oommodltles Inve stme ir to that perfarmad In Jiriy were poww. crude and coprprer . T^invastment 
Manager Is also buSding the crude and petroletsn business end copects this strategy to be a larger 
component of their ertergy portfolio erver time . 2006 performance ettrlbution; 76% (energy), 6% (other 
commodities) 

Convertible Bond Arbttraae f2% of total Fund Caohai. down from 60% at Its oeakV . consists of buying a 
oonverdbie bond and selfing short a varying pjercentage of the underiying common stock that the bond Is 
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convectibte Into. The pcxth^io is divided between US, Censds, and International wtiidi insides Japan 
and Europe. There ere 4 PMs including Nidr lunrung convert art, 5 credk analysts, and 3 traders. 
Amaranth analyzes credit in house, and in most cases hedges crecSl risk vrhera they can (virtimDy ali 
intsmationa] bonds asset swapped). Lesmrega used in the Borel Artdtraga bocdc 7.7^ 148 

potions. As^dtdy.2006 the p^rmwceforthecanver^rleportteliowaspo^dvmfa'the month as 
both die U3 and expr^ures generated gairu, as a direct residt Of &te tnaaase leveis of vdadfCty . 

2006 performarica atbtrulion : 2% 


0 in securities of companies 

involved kt prc^recfive merg^ acquisitions, cash tender offers, recapit^zaOorrs and other corporate 
restf u ctiflings. Ty{»cai trade is the tar^t of an acqtnsltion and short the buyer. They intend to 

keep a rfiv^lfied bode of trades. Thr^ are witiing to take positions In smaO cap companies. Leverage 
idllzedlntt»M8rgtf Art^gebookis 1.26X,72postttons. The merger arb aitd stat ab book both 
gen^ated modest gains In 2006. In margo’ the investmerd manager saw some select 
c^^xxtuntties dtivai incmase kt levetagmi buyoiS and private eqtAy deeds . Orte example, the 
tmmi^ment Manager idew the ^iread ki the plav\ed leveraged buyout of HCA. Inc . as very attractive . 
2006 paifbmi»)C8 attribution: 1% 


CredR ArfattraQe<'17% ofcaohah: may be divided Irtto a number of sub strategies such as capital 
structure arbitrage, event driven arbUrage, artd merger arbitrage. Trades may be in the form of buying 
artd setting differsn dasses of securities et the same issuer due to a perceived mispricing between the 
two. Typical capital stntdurs trade may Involve purchasino senior debt of an Issuer and selRng 
subesdirtated debt of the same Issuer when the subordinated debt Is believed to be overpriced relative to 
the senior debt Attemalively, another form by which to exploit peicdved irdsprldng may be buying 
credit defers swaps of the same issuer with dffererv maturities where certain defeult swap spreads are 
expected to widen ortighien based on the perceived finartclaJ siabifity of the undertyirtg company. Other 
variations (^’credit” related posltiora indude trading of bank loans, pairs trading, credit default 
obflgations, and credit optiorts, 40% of the credit arbitrage portfolio has a long bfes, 40% is In the form of 
bespoke synthetic CDOs artd regular CDOs. Leverage employed in the Credit ArUtrage book 4.2QX, 
1,217 positions. Spread Oghtarting In the CDO book and a prim recovery in select hi^ yield and term 
loan positions in the European credit portfoGo ati contributed to positive pwfonnwKe In duly, 2X15. 

The investment Manager befieves that we era In the beginrtlr>g stages of a glot^ repricing of ri^ In the 
crecSt markets wrftich they tMnk should present attrectiveoppohunitiae In the future . In the meantime 
the tiw^tment Manager remans axtrwn^ cautious on pubBc opporturtitias ^ven histexicaOy ti^ 
spread levels witich they view as b^ngunsustainabte over the l^er term . Asarasulttheirwestmant 
manager rwnalns focus^ on structure products and private martot o^jorttmlties, partiotiarfy in Asia, 
where (hey continue to Identify (^pextunHies . 2006 performanca althbution; 12% 

Votatilitv t Oration Arbitrage fabom 7% of caoitan: Involves purchasino or selling an option on an 
underlying finandei instniment and seUing or purchasmg a varymg percentage of the underlying 
instrument It is anticipated tl^t a profil be earned upon a substantial piovs in tha price of ^ 
underlying instrument ( in the case options are purd^as^ ) or upon a relative lack of movement in the 
price of the underlying instrument ( In the case options are sold ). in certain cases merely hokfing a 
posrtion is anticipated to produce a financtr^ profit The curent position bias for this strategy is to be 
net long vdatiUty. Primarily looking for cheaply priced vdatifity and they attempt to managed on a delta 
tteutral basis. Leverage usixl in tha VdatiBty book 4,S3X, 2,178 podtioru. The volatiBty book Inairred 
loses in July, 2006 as gfobd iiKSeDcknpfied corr^ation continued to Increase . Over the fast two months 
the Investment Manager has dgrtiflcatilly reduced exposure to this strategy due to an iiKreadngly 
chaDengtng errvirorvnent. 2006 performance aoributi^ : » 6% 

Long / Short Eoititv f7% of camtan: The Fund has recently carved out the Long / Short equity strategy 
and creafed a stWKi alone fund, the Amaranth Global Equities Master Fund Limked, to warehouse 20% 
of tire equity strategy, the other 60% of the strategy b still booked in Amaranth LLC. The ca^tal 
aliocatiOT cf the Amaranth Global Equities Master Fund UmKed b divkJed as follows; 35% healthcare 
(100% of Amaranth HeBx UmRsd). 35% Techrrotogy, 15% Utifities, and 15%lnFinandBl5. Going 
forward each portfoto manager vdll have a separate fund sknUarto HeTix structure, where each fur>d will 
have its ovm portfotio manager and a their own pottfoBo of equ)^ posRions specific to one industry. The 
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Long / Shon Equity strstegy relies both on hsidamem^ and statistical analysis to Uentily istder and 
over|»1oedeqiMes. Cutram levrera^ In Long /Shon Eqiity bade Is 239X, 499 podticm. The 
(mg/stoteqtMespMtfoDopalbnTiedwdllnJuty, 20(S as seven out of the ri|^ sector pott^dos 
produced gdns. 2CK36 poi^MTOsmce BDrfbidlon: 4% 

Statistied Art>itraoe f4% of caoitah: Is a relatively new strata^ for the inv estm ent Martager and cutrenlly 
only trading In the er^dty and (ndgn exchange martots. The statistical arfcatiage focus in eqitity 
revolves around trading po^ons on the RisseQ 2000, average trade size is $0.5MM to $1 J)MM. The 
statistical arbitrage focus In for^n eiohang^ is focused on tradng the 1 1 most Dquid cutrerrdes and 
average bade uze is S1.0MM. The inletost rate statistical ardlrage model is currently being developed 
The statistic^ arUtrage strategy is based on 7 models which totA for anomaBes fo the price correlaticvt 
amongst the targeted urtderlytng tifoex or badeet of securWes. Inv^tmerti horizon per trade is gerreraliy 
inside of 1 month. The stat arfa book is stil in its beta testing stages as senior managerrrent beBeves the 
meubation period for tills strategy is appradmatafy 3-5 years. There are approxtinately 20 prograrruners 
who are rafirtir^ the a^ortthms and code. Leverage utized in Stat Arb bodt fo 2,B4X, 4|456 positions. 
P«fot7nanc8 for Jidy, 2006 for the stat arb book was fsvorai^ and the Irrvestment Manago* Intartds to 
berease the capita] aBocation to tite book over the next 6-12 months. 2006 performaiwaattr&KJ&m: 
3% 

Capita allocation to the diferentstrategies has changed slgnlficanliy In the Iasi hvo years . At 
Amaranth^ Inception, appnsdmatdy 60% of the ca^tal was allocated to Convettibla Artritrage versus 
lheciermt8nioLsitc4 2%. In the past two years the caj^aDocatirm to the energy wid other 
cammoditiBs boote has Increased sharply . Ailhou^ Amaranth d»ms to be a credit multi -str^egy fund, 
the annual return relies s^tiftcandy on the perfbmrence of the Errergy and the Otiier Crxnmodlties 
trading books. Over 86% of the yevto date performance attribution Is generated fiom these two 
tradng books. Investm^ strategy rating hea been rkwmgraded to a 2 due to the ctmcentration of 
cafHtal aHocatad to the Energy arKl Other Comrrtodhies bexAs and Investment strategy style drift . 

Investment Strategy Score Oiange History 

Market Risk Management 

Market Risk Management^ 


*Market Risk Management Scere^^ 


*Risk managemant process comsporKlc to firm scoped 0s0403920l 

"Commentary 

Amaranth has a risk msrMger for each trading book and that indMdual sits on 
the desk with the ri^ takers. Qven recent peifonnance and risk contnls 
around the energy portfolio. It appears that Amaranth's risk managers did not 
have an understanding of the market rkks assodated with energy trading or 
were over-ftdden by the prkidpals. 

"Developed risk reporting Infrastrxtcture^ 050403#20l 

"Commentary 

The ditef risk officer Rob }ones reviews risk reporting across each ctrategy 
dady. The risk management systems and rept^ng were aH created In 
collaboration w4th ITO 33, Rob lones arv) his team. Risk Marager appears to 
have disregarded the Funds concentration amks In natural gas or did not 
oeirorehend the Dofontial downside risk. 

"Ctesrly defined and enforced trading Bmlls^ OsOdOjOz#! 

"Commentary 

There are no strict stop toss lir:^. AO risk and position HmKs are soft limits. 
Recent oertormance suooort the lack controls at Amaranth. 


The Chief Risk Officer b Robert Jones end b regarded as one of the 3 most senior oflicers at 
Amaranth. Rob's mandate b to create a more robust risk management system and process. Rob 
indcated that he b considting both b house and extamat indhridueb lo actseve their objectives. 
There era 12 risk tieutenanb In the risk management group under Rob. Rou^tiy all of the 
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indivtduals have an academic background, advanced de^aes bi vartous fields. Tyfrically. iiKist 

hed^ funds have one Risk Officer monltoitnglhe risks of the tracfing book. However, at Amaranlh 
RcA feels that to ensure traders are adhering lo risk guklelfn^ a ri^ manager Is assigned to each 
trading desk / porlftifio ffoup. in addition. Rob feels that by having the risk manager shtlng among 
the traders on the desk, allow the manager to be more b) tur>e wHh ttie markets b/c they see the 
flows and a better of how the market trades. Thus, this means they are better able to 
understand and manage the risks. Anotter tmlgue quality the Chief Risk Officer at Amaranth. 

Rob has the authority lo unwind / dose out any posi^ based on its risk profile. 

The risk numaj^ment group has agreentents In place with (TO 33. a group which focuses on 
development of risk managerrtent systems. Rob is also ectively hiring more risk management 
professkwtais. 

• Amaranth has developed its own risk management irtfrestnictura. The risk group provides 
dally position atul P&L Irttormatlon, greek &er\sitfVTties (delta, gamma, vega, rho), leverage 
reports, concentrations , premKan at risk, and Industry exposures. 

• Rob Jortes on a daily ba^ receives the following risk reporting; 

1. The risk management group fuoduces daly VaR and Stress reports. The Var lodes at Cerent 
confidence levels from ISO @68% to 4SD@ 99.99% over 20 days. Currently the Var has 
been less than 1 % of total capitaL The parameters for the stress reports are increasing oedit 
spreads to 50%. volatlS^ contracting 30% for 1 month, 15% for 3 ntonths, 7% for 6 months and 
3 % for 12 months. Interest rates up 10% or 1.1 * the yield curve sfodcs beirtg flat The 
shock is a worst case scen^o and It would impact 3% of the total equity of the portfolio. 
However, tttey daily stress each strategy separately atui an overall portfofio sbess to 
consolidate all Ihe positions and effects to certain market events is in the works. 

2. Rob also receives e deity report that breaks down ail of the long and short positions, with 
largest concentrations. Further the report also provides detail legardir^ the top 5 and 10 long 
and short positions. 

3. A real time P&L monitor for portfolios with fiqiad, exchange traded securities. 

4. Liquidity report which presents positions and their volumes per each strategy which the 
managers use lo constrain the size of each strafogy. 

• Each risk fieuterrant, per the product group they are assigned lo generates a capital reserve for 
each individuai posHioa The capital requirement is bas^ on the outcomes of 1 2 cDfferent 
stress scenarios wWch Rob Jones came up witit. 

• The risk neutenants cafculate expected kKK based on 10% annualized vol per each irkdnidual 
positiorL 

• There are no formal stop losses or cortcentration Omits. 

Risk marogertentratfog of 2 granted due to tack of foomi Stop loss and concentration Bmits . in 

addition, gtven pwformance of the fund In tihe first few weeks of Septwnber, the senior Investment 

profassionals either (Ssregarded ihe risk reporting or foe risk managers did not fufly comprehet^ 

the risks In the energy po^oGo . 

Risk Mansgecnent Scare Change History 

Liquidity 

Uquldity ^ 

'Liquidity Soore^ 7 


carreepWrTto flquldlty of assets*^ 0^040302#! 

'CommenUry Amarenth Indicates (hey wtil maintain a csnaln amount of risk apitaJ to be 
used for antidpeted margin calls. Risk (BpRal varies depertding upott 
strategy. Cash levels in MsyPS were around $3 billion or 30% oT apitat. 
That dwindled to around $1 billion in the middle of Sept '06 due to 
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stgrdftcant drawctowns natural sas ps^ons. Amaramh dearty mlsludged 
Ow liqt^ty in the nat gas tnaritet when seating their posldons. 


"Diversity and staldlity of ftnmdng sourass^ OSO 44 I 3 O 2 O 1 

"Commentary 

Amaranth has a number of «|ulty prime brakers it an rely on for Rqutotty. 

In addlUcm, the Amaranth Funds have ISDAs In place with a number of Wan 
street banks and broker defers. 

"Cicariy defined cash management poltcv*^ 0504039201 

■Commentary 

No strld guldeOne as to the amount of unencumbered osh the Funds must 
maintain. 


• AmaranUt seeks to maintain 25% on average excess borrowing power from prime brokers. 

• Per fnvesunent strategy the risk management group calculates a risk ca[^l amoimt which is 
suppose to be avaBabie In the event of large markel moves. 

• Amaranth has butt their cwn stock loan business to mitigate any potential prime broter service 
(fismptions. The er^ is Amaranth Seasides LLC a registsed broker-dealer kicorporat^ in 
Delaware. It is ready to go Gve once R receives NASD approval (which is ImminenQ. 

• Amarantti ises 6 dAfer^t prime brokers for domestic ar^ Iniemattonal securities and tttey ate 
Goldman Sachs, Morgan Stanley, Citigroup, Lehman Bros., Deutsche Bank, and MerrAl Lyruh. 

• The Prime Brokerage agreements irrdude iadaips from 30 > 90 days for financing and margin 
levels. These lock-ups are generaSy subject to iSDA like covenants including a 'Kayman Clause” 
and NAV triggers (of 30% a quarter). 

Uqiridity ratir^ d 1. given the heavy losses irKUrrad fay the meigy book in the first two weeks of 
September 2036, wHch cTeaied swious Bquidfty issues for the Furrd . The frivestment Manager had 
previously Indicated that they mair>taln sufficient liquidrty for such market moves, however In reallfy It 
was not die case. In order to preverd any further fosses and mKigata the risk of potanfiaOy defauRlng 
on mai^n cafis with their provid^ the energy portfoBo was sM to JPM at a sl^ifficant 
dscount that lead to further tosses . In addition, to generate additional liquidity the Fund has sold 
pordwis or all of the investments In odwr tredir^g bools . 

Liquidity HansBcment Scare Change Hlitary 

Capita! 

Capital^ 

*Capltal Score*^ 2 


"Relative site and stablUty of cafdtal base (for each 050403#20l 

fund and Ann overaH)^ 

"Commentary Significant amount of investors are comprised of R3F investors. Potential tor 
lame investor r edemptions given recent perfannance. 

•Radamptlon feature! cnrrespotrd to asset Bqiddity^ 0s04#3020l 
"Commentary After Initial lock up, quarterly llquidtty should aflow enough time tor the 

InvestnMVit Manager If necessary is Hquldate posittohs to satisfy Irweetor 
redewpOons. 

"QiiaHty and diversity o^qul^lnvestars^ ~ '~0 5^^ O 3 O 2 # 1 

"Commantary Investor coiicentraBen rtst assodated vrtth large number of POP hiv est ofs. 


Amaranth LLC Net Assets as of 08/2006: $7.850.0MM, 09/21/06: $4.317.5MM Amareta Master Lid 
Is a wholly-owned sub arxl fuRy guaranteed by Amaranth LLC. 

Amaranth Ptnrs ac Net Assets as of 08/2006: $1451.0MM. 09/21/2006; $79B,05MM 
Amaranth Gbbd Equities Master Pd Ud Nat Assets as of 8/2006: $310.0MM, 09/21/2006: 
$170.5MM 
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Amaranth Secs LLC Net Assets as of 8/2006: S?7.0MSt, 09/21/2006: $31 35MM 

• Amaranth LLC commenced operattois approxlrr^tety $200MM in cafdtai, the bulk of which 
was provided by Palona entities. A large portion of the ca[^ (approx. M%} comes from 
Furxl of Funds, about 7% Is fron Instsance corr^anies, 6% from retirement and benefit 
programs, 6% horn hig^ net worth individuals. 5% frrsn Rnartdal institutions, 2% from 
ei^owments and 3% is insider capital (which indudes deferred compensatton). The in^der 
capital does not gel charged management or performance fees. 

• The largest Investor amounts to 8% of total c^(aL 

• 70% of aD investors have been with the fund for longer than 1 year. 

• AO capital Investments made by Paioma er^tities ar>d irtdrviduais who are affiliated to Paloma 
has been returned. 

• There are three ways out of Ihe Fuml via withdrawals; 

1. Annual liquidity, 13 month tnfUal lock up wf 90 days written notice 

2. After the trtitlal ISmonOtiockup, quarterly Oqui^rty, January, A^vil, July and Octoberw/ 45 days 
notice and a 2.5% fee. 

3. Annual redemption of profits only 45 days written notice. 

• There is a 7.5% gate wNch counts agairxst eR redemptions made during the course of the year. 

• Potential largest reden^tion would be 15% of nav if e^ty qualified investor provided notice to 

redeem. 

• The fund manager can stipend redemptions in lu sr^ dlsoetion If market cwditions warrant 

• Beginning in 2/05, new investors ware subject to a 2 year iock-up on capital. 

Capital rating of 2 given the significant decrease irt capRai under management in the past two 

weeks. 

Capitaf Score Change HiitarY 


Performance 


Performance^ 

•PerfOrtnanee Score*^^ 1 


■Performance relative to peere^^ 05040a02#l 

■Commentary 

Perfbrmanoe rdaUve (o peers over the last couple of years has been very good. 
However Amaranth has Indicated In the flnt two weeks of Sept OS', ytd 

Derformance mav be down over 60 %. 

■Appraprtateneas of return velatltitv relative to strategy^i^ OsOAOaOzfB 1 

■Commentary 

Fund has Irtourred stonlfloint losses due to thek concenCration In enerov mnirarts. 

■Performance during crisis periods^ OsOaOsOzVi 

■Commentary 

PerforTTunce In first two weeks of Sept 06* lead to a 55% vtd decrease In caoltal. 


Performanca statistics: 
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Dec 20(S year end perfixmance: 21^1%. 
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0.17% 
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0.59% 

0.60% 
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1.91% 

1.46% 

Mar-06 

2.49% 

11,61% 

At«-0S 

4.10% 

5.63% 

AprOS 

1126% 

34.96% 

Sep-05 
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Annaranth Partmrs LL£ Monthly Return Since January ZOOS 



For botti Amaranth LLC and Amaranth Partners LLC. the m^odty of the podttve perfbmanca for 2005 
c^e from profits In the snsgy book, ^tproxlmat^ 93% oTthe finds; peifonnancawasrabtedto 
energy trades. Energy trading profits /l^es are dadved prtmailty from natural calendar ^ads . 

Through Sept 2006, both Funds are down apprcadmalaly 60% ytd because of energy trading . 
Approximate 40% of the Funds capital is commiOBd M rtatural gas trading . Brian Hunter had 
pracdonad the book nM ksq gc^g Into ttia U .S hurricane season. The energy book apparoiOy has an 
outsized long podtlon In the October Ofingcontradandenoutsizedlongpodilonh the Oct06-Dec06 
and MarOhOToApraO? spreads. These posWons have incurred heavy ios^ . Much ofthe losses have 
coma in the first two weeks of Septerrdrer as prompt rtaturai gas has steadily dacfined since the middle 
of August from $8 to $4.8 current due to a so far benign hurricane season, cooler weather, and an 
fricreasa In Inventories. 
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Operationai Risk Management 
Operational Risk Management 
■Operational Risk Manaffament ® 
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■depth and effidency at back effica given strategyS^ 

0s04®3020l 

■Commentary 

The trade support Kd back offire at Amaranth Is cprire extensive, over 200 
indMduals dedicated to operations. 

■Respondveness to margin caRs and conflrou^ 

0s04#3020l 

■Commentary 

Historically the client has meet mvgln caHs with tmited disputes. However 
we have lusd a problem with the ctent coumersigning contains within a 
reasonable amount of time. On one occasion we hafted trading vdCh 
Amaranth due te the number of outstendine unsianed contirms. 

■Caliber of portfolio pridng procedures^ 

0504#3020a 

■Conunentary 

Ma^ty of the energy positions wen 
Uiilly. 

! exchange traded and therefore priced 

■Oualitv of sanrica 

prevideia^^ 

0s04*3020i 

■Commentary 

Auditors. P8. leoal courtsel and liouldity providers are reputable firms. 


• There are a total of appraxlmatefy 200 peo^e in the operations group at Amaranth, The 
operations group encompass hfonnation te^ctotogy, controUeis, accounting, legal counsel, 
dient relations, confirmaUons. and trade support 

• Amaranth performs their own back office And trade support in house. 

Employee Compensation: 

Amaranth senior mgmt has instituted s rvew fonn of aimuai employee compensation and deferred 
compensation. Annual compensation is determined by the degree of the Individuals )ob function 
and how ttcontiibutes to generating inoome or K it is irtcome neutral The annual Compertsation is 
based on the weightings In three diflererti categrxies; 1}Fnn wide performance ^Dlvsion 
3)Discretion. A Sertior Trader may have the following weightirtgs 1} Fffm wide perfonnance 30%, 2) 
Dhidon 50% 3} Discretion 20%. Accordfog to these weightings the Sertior Trader benefits from the 
overall Fund performence but the bitik of\isl her oompertsati^ Is based on the performance of his f 
her tradfog desk or division ertd less centered around satte^g the general job requirements t.e 
managerial artd operations responsil^ties. A jimlor person may have the fcAowing competxsation 
weighting profile; 1) Frrni wide performance 10%, 2) Division 10% 3) Discretion 80%. The deferred 
compensation is based on the firm's philosophy to maximse returns on a risk adjusted basis whh 
ca(Htal preservation and risk management e priority. The deferred cofrrpensation payout Is also 
spread over the course of three years. With the deferred compensation poit^io maitagers erwl 
traders are less Ekely to take unr>eces5ary risks and attempt to *hit home nms whh every swing*. 

Investment Terrrts: 

• $ S MM rrtinimum Irrvestment (sifosaiptions accepted mortthiy) 

• 1.5% rrt^t fee; 20% Incentive Fee ( adrfitionaly reimbursement of certain experrses resulting 
frwn the operation of the Funds artd the Master Fund 

• High-Water Mark te empkiyed. 


Xntemal/OperadonBl Scare Ctungc History 

Client Communication/Transparency 

aient Communication/ Trensparency 
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'Client communlcaUons/Transparency 


'Extent of infernution prevlcied^^ OsOdOs^zOl 

■Commentary 

Ade(|uats disdosute provided, tn addlUun, we refy on periodic meetings and 
eonfoence calls for more d^altal disdesure of how the trading books are 
positioned. Howevv. In hindsight, we were mblead by Indivldu^ at the Fund 
whoi we raised concerns about the concentretlon to natual gas trading. 

Senior Inve^ment pnrfet^nais Informed us that the apftal aDocation to 
energy would be decreased immediately and Instead they Increased It 
^rdficanttv In 3une *06 to S6% of caoilt^ 

■Freeuencv and tinidiness of Information provMe^^ OsOaSbOzOi 

■Commentary 

Ik^sftc^ly. genera! info regarding the (itndDs navs and performance are 
provided vdthin the time frame set forth In the ISDA. 

■Access to kev decision mdcer^il^ 0s04#30z0l 

■Commentary 

Reasonable access to Amaranth's senior risk managers and ride takers. 


• JPM hec^e fund OBdit receives some disclosure, on a monihiy basis, of capital by entity, 

capital allocation by strategy; leverage by strategy, total numbW of tiacfing positions by strategy 
ard ovaall performance. 

Commettiary released to Investors 3/2Q/D6: 

Dear Investor 

As communicated to you earlier today, the Amaranth Mufti-Stralsgy Funds concluded a transaction to 
transfer our er>ergy portfolio to a third party. Having achieved tNs important step, we wanted to share 
additional information on the status of the Midii-Strategy Funds. 

During tiie week of September 1 1 . 2006, we experienced significant mark-to-maricet losses in our rratural 
gas derivatives portfolb. The resuhing margin calls on these positions created serious constraints on the 
Funds' Sqitirfity. In order to prevent further rrtark-to-^naricet losses ott the r^tural gas poatiorxs, and to 
reduce the risk of default^ on margin ca&s, we transtered these positions to a third parly at a price that 
resulted in additional significant losses. To gerverate the Rquidity required to avoid defaults under our 
oxint^arty documents, we also sold a significant number of positions in the Funds’ other portfoTios. 

These actions have eRrrdnated the prospect of further sigraficant mark-to-maricet losses in the natural gas 
portfoKo ervf helped us avoid (he termination of our credit fadOties and Ihe risk of a consequent forced 
liquidation by ou* creditors. We have cordfnued to meet aB margin caDs. Our major financial counterparties 
have confirmed that they are now comfortable with our portfoTie and overaO fiquidity positiorv We expect 
tiiat, once an of the trades essodated with these actions have been settled, our leverage will be 
apprcxirrtatefy 1,3:1. We are now focused on commurticating with our investors and defining the future of 
our business. 

After takirig hto cwslderation the mark-to-market losses on the natural gas portfolio, the sigt^tficanl cost 
of the thln^party transaction, arxl. to a mudt lesser degree, realized losses on other positions that were 
sold in order to generate Sqtadity, we estimaia that, as of S^ember 19, the Net Asset Value of the 
Multi-Strategy Funds had dedined approximately 65% month-to-daie and Bppro>dmately 55% 
year-tcKlate. 

Monday, September 18, was the deadfine for sutmiitting OctoberSI quarterly redemption requests. We 
are evahiatirig dl reden^tion requesb received Id dale and win report back Id you when we have 
completed our ariafysls. 

We are planning to hold a conference call for Investme Utis Friday. September 22. DetaBs for Ihe call wiO 
foOow. Next week, we Intend to begin schedufing one-on-one meetings with investors. Amaranth Is 
determined to earn beck Its investors’ trust, and one step towards that end is to share as much 
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infbnnatk») as we reasonably can. We assure you (hat we are eager to do so. 
NIckMaounis 


aient Cemmunlcatton Score Chang* Mctory 

Exposure Management Strategy 

Eicposure Mgt Strat^jy^ 

tr^ light of the sl^lflcant drawdown In capital due to trading losses In 
Amaranth's energy portfdlo, our risk wW be reduced sccordingly and an 
trades, other than unwinds/offsetting trades, wHI be subject to credit 
approval 


Other Comments 

other Comments and/or Attachments: 

Memo from Amaranth describing new feeder funds that become effective Feb 1, 2006 and 25-month 
investor lock-up on new subscriptions stalling Feb 1, 3)06. 



ALLC 2006 Distribution Cover Memc 


Rating History 
An^lv* This Document 



Document Approval 
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Leveraged^ ‘Funds S)ue 0tJ^ence 


Total Score > 17 






Please Note: 

•Mandatory fields 5 •> Outstar»ding !•> Poor 

Comment should not be more than 500 characters 

Summary 

Strengths: 

• Experienced trading team with good track record under Paloma. 

• Adequate communication with JPMorgan hedge furtd credit 

Weakness: 

• Style drift, Amaranth originally launched in 2000 with a mutti-strat focus. 
In 2005/6 over B0% of profit was attributed to investments in energy 
markets. 

• Concentration in the energy markets, ov^40% of capital allocated to 
investments in financial energy contracts. 

• Voiattllty in the energy markets. 

• High percentage (60%) of hot money investots puodcf funds) albeit 
mitigeted by more restrictive redemption terms. 

• Estimated performance in first two weeks of September 2006 mey 
lead to capital under management to be down by -S5% ytd (S5% in the 
month of Sept). 

• Potential Investor redemptions due large losses in energy trades. 


Risk Rating Summary 


f>* Over S years of operaUng performance. 

Downgradlrg the rating to 6-f given the 
style drift toward concentration ir energy 
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marKsis ana nuge i^ses incurrea. 

AMARANTH SECS U.C 

6-f 

Sub of Amaranth Partners LLC. Little to no 
exposure to the stock borrow loan arm of 
Amaranth. However downgrading the rating 
to given the Investment Manager's lack 
a( risk controls and poor judgement in 
reoards to the wwrgv trading book. 

AMARETE MASTER LTD 

6+ 

Entity Is fully guaranteed by Amaranth UC. 
However downgrading the rating to 6+ 
given the Investment Manager's tack of risk 
ointrols and pcxir judgement in regards to 
the energy trading book. 

AMARANTH ADVISORS LLC 

6-f 

Over 5 years of op^ting performance. 
Downgrading the rating to 6-t- given the 
style drift conceritratlon in energy markets 
and huge losses incurred. 

AMARANTH PARTS LLC 

6+ 

Over 5 years of operating performance. 
Downgrading the rating to &+ given the 
style drift concentration In energy markets 
and huge fosses incurred. 

AMARANTH GBL EQ MTR FD LTD 

6+ 

Uttie to no exposure to this enrity. However 
downgrading the rating to 64- given the 
Investment Manager's lack of risk controls 
and poor judgement in regards to the 
energy trading book. 


Organization 

Organizatton 

■Organizadon Score^^ ^ I Chaiia«SMc» j 


“Reputation and track record of PrlncipaislK^ 0^0^ 03^2 

“Commentary 

Nick Maounis has significant prior ecperience managing a 
convertible arbitrage trading book for Paioma before launching 
Amaranth. Amaranth began with approximately $200.DMM In 
total capital und^ management in 2000 and peaked in 2006 to 
over $9.5bn. However due to recent heavy trading losses in the 
energy book, capital under management now down by 55% ytd. 

“Lack of Key Han 

risk® 050403#20l 

“Commentary 

There are a number of individuals who have authority to take on 
risk. Currently, Brian Hunter (N6 Trader) has the largest risk 
capital allocation. Approximately 40% of the firm’s capital Is 
currently dedicated to energy positions. Certain degree of 
l(eyn\an risk given performance for 2005 and currertt 2006 relies 
heavily on performance of Brian Hunter. 

“"Institutionalizaldon" of the firm^ OSO^QB^ZOl 

■Commentery 

Majority of senior professionals at the firm are seasoned and 
have significant prior experience at Watt street firms or other 
reputable hedge funds. Until recently the firm had ever 5 years 
of operating history with exceptlonai annuel performance. 
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1 Amaranth Actvisors LLC has discretionary authatity over an investment and trading adiviilas ot Amaranth LLC. 

2 Amaranth Advisors (Canada) ULC is a wholiy owned subskMaiy of Amaranth Advisors LLC and has discretionary 
tradlrtg authority over certain portfolios of Amaranth LLC and Amaranth Fund LP 

3 Each of the three feeders funds shown above also maintaiits a direct investment in Amaranth Global Equities 
Master Fund Lmrted (shcrwn on the chart betow). 

4 Amaranth Global Equities Master Fund Limited also invests directly in this enthy. 
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ITVese entifes save eieLsr«ly as feeder fmds iv Ainaranih Gkiaal Eqiiiis Master Furd Lirriled. 

2 These aithia ae Amsranth's MutU-Smeg/ teeda fends atd kivea n both Amarareti IXC and Amaranlh Gbbai Eqiities Masia 

Fund 

3 AmararMh >>£Msois LLC has dteoebonary aurtortty over al )nves6i«nt and badiig acfrrlies d Anaaith Glcbal Equfes Masla 

Fund LMted 

A Amaanh LLC also invests dkeclly in ^ts ailtty. 

• Amaranth Advisors LLC, a Delaware Limited Liability Company, was organized by Nicholas 
Maounis to serve as the managing member of the Amaranth funds. Amaranth Partners LLC, 
Amaranth Capital Partners LLC and Amaranth International Ltd are multi-strategy 
arbitrage funds dedicated to maximizing returns on a risk adjusted basis. The Funds are part of a 
"Master Faeder” structure, in which Amaranth LLC has an investment objective identical to that of 
the Funds. 

• Amaranth Global Equities Master Fund LM is a Cayman islands exempted company. 
Amaranth Globa/ Equities Limited, Amaranth Giob^ Equities LLC, Amaranth International Limited, 
Amaranth Partners LLC, and Amaramh Capital Partners LLC are the principal investors in the master 
fund. Amarartth Advisors LLC is the tfadir>g advisor for the master fund . 

• Amaranth Securities LLC a Deiware Umitated Uabflity Company. The company Is a registered 
broker dealer that wae setup to facUttate ti^e stodt borrow loan business. 

• Nick Maounis is the Managing Member of Amaranth, he had been employed directly by Paloma 
since 1990 vtrh^e he was responsible for maneging approximately 25 traders end essistanls 
handling a variety of arbitrage portfolios in the US. Japanese, European end Canadian markets. 
Durkig his tenor at Paloma Nick's group substentiatiy outperformed both the S&P 500 index and the 
CSFBTremont Hedge fund Index. Nick's group amassed a strong track record with low correlation 
to the S&P 500 Index, returning a profit in 29 out of 33 down months against the S&P 500 during the 
same period. Prior to Paloma Nick was employed at Angelo. Gordon & Co. (1939 -1990) and LF 
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Rothschild, Unterberp, Towbk) (196S>19S9), where he was an SVP in charge of aii convertible 
arbitrage trading. Nick graduated from Uconn in 1985, wth a Bachelor ai Science degree. He is 
registered in his individual capacity as a commodity trading advisor with the CFTC 

Other Key individuals include'. 

• Charles Winkler serves as Amaranth’s CMefOperatlrtg Officer. Charles joined the Tirm in July 2001 

and is responsible for managing all norv-trading related details of the firm. From 1996 - 2(X31, 

Charles was Senior Managing Director and Chief Operating Officer tor Citadel Investment Group, 
L.L.C. Prior to Citadel. Charles was a Pvtnerwitf] the Chicago law firm of Neal Gerber & Elsenberg . 
His 17 year legal practice focused on providing tax and corporate counseling to Investment 
advisers and private investment firms. Charles graduated from Emory in 1976 with a Bachelor's 
degree in Business Administration in Accounting and from Northwestern University School of Law, 
receiving a Juris Doctor In 1979. 

• Robert Jones serves as Amarartth's Cttief Risk Officer. Prior to Amaranth, Rob was employed at 
Goldman, Sachs & CO. specfficatly in the Fischer Black group. His objective was to develop 
proprietary arbitrage strategies and risk limited pcwilDlio management tedtniques. Rob also was 
part of Gc4dman's equity arbitrage trading unit, where he ran a listed and OTC derivatives trading 
book. Notable event's in Mr. Jones career Include being invited in 1988 by the NYSE Chairman, 
John Phelan, to assist him in evaluating artd addressing operational risks exposed during the 1987 
crash, kr 1989, Rob joined the Paloma Entities where he managed an International derivative 
Brbltrageportfolio.HernetNickMeounlsandtheywofkedtogBtherfor4years managing pools of 
capita! for Paloma Entities. Most recently Rob has led Svadivarius Capitel, a fkm helping 
quantitatively oriented hedge furtds to identify and manage sources of performance uncertainty. 

• Artie DiRocco is the Treasurer and is responsible for counterparty relatiorts and maintainirtg all 
financing relationships. Lauralyn Peslritto assists in maintair>ing counterparty relationships and 
negotiates trading agreements with counterparties. We maintain regular contact with both 
individuals and they are our primary contacts. The senior principals (Nick Maounis and Charlie 
Winktei), as well as Artie DiRocco, are well known to John Hogan. 

• initially Paloma had a minority interest in the Investment Manager, and transferred the Paloma 
Strategic fund to Amaranth Advisors which was renamed Amaranth Fund LP beginning October 1, 
2000. As of January 2004, neither Paloma nor any individual employed by Paloma, had any 
investment in any Amaranth entity. 

Amaranth has been working to expand their presence in!en^tfor\alty and have opened offices in London 
and Singapore to compliment their existing Greenwich, Houston and Toronto offices. 

Although Nick Maounis had significant prior experience managing a proprietary trading 
book at Paloma and other senior investment Profaseionais such as Charles Winkler COO 
and Robert Jones CRO had e reaeonabto amount of related experience at other 
reputable hedge funds and Well strset firms their recent decision to take outslzed 
positions in the energy markets deserves e org rating of 2. 

Organization Score Change History 

Investment Strategy 

Investment Strategy^ 

*lnve6tment Strategy Seore^^ 2 j ciung* Scdt* 1 

*CfearlY defined end executed Inveetment program*^ O 5 O 4 # 3 Q 2 ^ 1 
*CoitiinBntary Amaranth Is a multi strategy hjnd and has the flexibility to Invest in 
virtually any market with no iinwtBtion on position size. 
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*Dlvarstflcatlon of risk positions within portfoBo^ O5O4Q3O201 


*Comnientary 

The Funds do not have strict cotKentration and stop toss limits. Current 
capital allocation to energy/nat gas deariy demonstrates style drift and 
lack of portfolio diverslhcabon, greaUy r8diicir>g any bei>eflts from cAher 
uncorrelated investmerft strat^les. 

*Clear definition of leverage with usage levels 0^0^03020^ 

consistent with strateev and peers 

^Commentary 

Leverage varies depending on Investment strategy. In certain strategies 
leverage employed may be up to but th^e are no restrictions as to 

the amount of lev^ge they may ec^^. 


Amaranth Global EomHes Masfr Fund Ltd 

• Amaranth Global Equities Master Furtd Ltd primarily focusses on both tong and short investments 
globally usir>g fundamental research and proprietary valuation models. The fund concentrates on 
equity and equity -liniced instruments erKl related optirtfis, but the investment objective permits the 
fund to trade in securities and derivatives of any type. No restrictions ere placed or the instruments, 
strategies, markets, or countries in which the fund may invest 

• Amaranth Securities LLC primary focus to facilitate stock borrow loan business. Amarantfi 
Securities LLC primarily ensures the Amaranth Funds ability m cover short equity positions taken in 
its convertble arb.book. Their abliity to perform this task (and not rely totally on their prime broker) 
is somethkrg that reduces liquidity risk, and therefore sets them apart from their peers . The 
business is a source of positive cash flow, however it increases the leverage of the institution and 
may cuase liquidity concerns . 



• The principal strategies that Amaranth LLC employs are energy arb. covert arb, merger arb, 
statistical arb, capital structure arb, and opportunistic equity ar^ distressed /credit arbitrage 
mvestments. Any position that is a! least 1% of total capital is considered a core positiort Nick 
Maounis in conjunction vNth his team on a monthly basis determirte the capital allocation to each 
strategy based on market opportunities. The rough breakdown by strategy Is as follows: 

Energy A/bitraae 156% of caollah Other commodities (6%t: Energy arbitrage opportunities can take a 
number of forms due to the significant amount of available *^nerg^ products. A generic geographical 
energy arbitrage can be trading the difference of price in a given commodity either In the same location 
or in different geographical location. Other arbitrage opportunities include Grade arbitrage which 
encompasses trading the difference in price of two related crude oil based commodities such as the 
spread between WTI and Brent Crude. Generally these arbitrage opportunities are created by 
fundamental news affecting production and inventory. In addition trades may take a view on the 
perceived price volatility of crude oil and other crude products such as gasoline, jet fuel and healing oil 
arwl or the correlation between one another. These views have been expressed through calendar 
spreads. In addition, deep out-of-the-money call options are purchased as a cheap way to take 
advantage of price shocks. Brian Hunter (ex-Deutsche Bank) was hired in 2004 and he Is currently the 
head of Amaranth's energy trading portfolio. His expertise Is in trading natural gas. Natural gas, In 
particular, is an extremely volsdle commodity. Tha 2008 calendar spreads have traded as high as $4 
and as low as $0£0. Products traded in the other commodities include predoua and base metals. Tha 
currant amount of loverago employed in Energy book 432X. number of posltiona 6,671. 
Current amount of lave rage employed In Other Commodities book 5.05X. 1,685 positions. 
The energy and commodities portfolio experienced losses In July, pradomlnataly driven 
by tightening of seasonal spreads In natural gas. During tha month there was significant 
volatility in natural gas pricas due In large part to tha first ever "draw” from natural gas 
reserves duriirg a summer month, end the announcement that a natural ges hedge fund 
was going to liquidate Ite portfolio (Mother Rock). Tha Investment Manager Is 
considering re-callbrating to have a smaller etiocatlon In natural gas In tha future. 
howBver, they still believe opportunities In natural gas remain attractive and continue to 
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meintain positions where they baliave fundamenlals are disconnected with current prices. 
Aside from natural gas, other areas in commodities investments that performed in July 
were power, crude and copper. The Investment Manager is also building the crude and 
petroleum business and expects this strategy to be a larger component of their energy 
portfolio over time. 2006 performance attribution: 78% (energy), 3% (other commodities) 

Convertibie Bond Arfeitraoe i2% of totai Fund Capital, dovm from 60% at its oaaki : consists of buying a 
convertible bond and selling short a varying percentage of the underlying common stock that the bond is 
convertible into . The portfolio is divided betweert US, Canada, and International which includes Japan 
and Europe. There are 4 PMs including Nick running convert arb. 5 credit analysts, and 3 traders . 
Amaranth analyzes iredit ki house, and in most cases hedges credit risk where they can (virtually all 
international bonds asset swapped). Leverage used in tite Convertibie Bond Arbitrage book 
7.78X, 146 positions . As of July, 2006 the performance for the convertible portfolio was 
positive for the month as both the U.S and Asian exposures generated gains, as a direct 
result of the increase levels of volatility. 2006 performance attribution: 2% 

Merger Arbitrage fApcroximatslv 1 % of total Furid Caphah: includes investing in securities of companies 
involved in prospective mergers, acquisitions, cash tender offers, recapitalizations and other corporate 
restructurings. Typical trade is long the target of an acquisttion and short the buyer. They intend to keep 
a diversified book of trades. They ere willing to take positions in email cap companies. Leverage 
utilized in the Merger Arbitrage book is ‘1.26X, 72 positions. The merger arb and stat arb 
book both generated modest gains in July. 2006. In mergsr arb, the Investment manager 
sew some select opportunities driven by increase in leveraged buyout and private equity 
deals. One example, the investment Manager view the spread in the planned leveraged 
buyout of HCA, Inc. as very attractive. 2006 performance attribution: 1% 

Credit Arbitrage n7% of caoltafl; may be divided into a nun^ber of sub strategies such as capital 
structure arbitrage, event driven arbitrage, and merger arbitrage. Trades may be in the form of buylrtg 
and Belling different classes of securibes of the same issuer due to a perceived mlspridng between the 
two. Typical capital structure trade may involve purchasing senior debt of an issuer and selling 
subordinated debt of the same issuer when the subordinated debt is believed to be overpriced retativa 
to the senior debt Alternatively, anotherform by which to exploit perceived mispricing may be buying 
credit default swaps of the same issuer with different maturities where certain default swap spreads are 
expected to widen or tighten based on the perceived finartaal stability of the underlying company. Other 
variations ofcredll* related positions include tradirtg of bank ioens, pairs trading, credil default 
□bfigatlons. and credit options. 40% of the credit arbitrage portfolio has a tong bias, 40% is in the form of 
bespoke synthetic CDOs and regular COOs. Leverage employed in the Credit Arbitrage book 
4.20X, 1,217 positions. Spread tightening In the CDD book and a price recovery in ealecl 
high yield and term loan positions in the European credit portfolio all contributed to 
positive performance in July, 2006. The Investment Manager believes that we are in the 
beginning stages of a global repricing of risk In ttie credit markets which they think should 
present attractive opportunities in the future. In the meantime the Investment Manager 
remains extremely cautious on public opportunitias given historically tight spread levets 
which they view as being unsustainable over the longer term. As a result the Invsstment 
manager remains focused on structured products and private market opportunities, 
particularly in Asia, where they continue to identify opportunities. 2006 performance 
attribution: 12% 

Volatility / Option AAJtaQe fabout 7% of cacltaO: involves purchasing or selling an option on an 
underlying financial Instrument and selling or purchasing a varying percentage of the underlying 
instrument it is anticipated that a profit will be earned upon a BubBiantial move in the price of Ote 
underlying instrument ( In the cese options are purchased ) or upon a relative tack of movement in the 
price of the underlying instrument ( in the case options are sold ). in certain cases merely holding a 
position is anticipated to produce e financing profit The current position bies for this strategy Is to be net 
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long volatility. Primarily looking for cheaply priced and they attempt to managed on a delta 

neutral basis. Leverage used In the Volatility book4.53X. 2,178 positions. The volatility 
book incurred loses in July, 2006 as global index implied correlation continued to 
increase. Over the last two months the invesUnent Manager has significantly reduced 
exposure to this strategy due to an Increasingly chafienging environment. 2006 
performance attribution: > 8% 

Long / Short Eouitv f7% of caoitali: The Fund has recenWy carved out the Long / Short equity strategy and 
created a stand atom fund, the Amaranth Global Equtbes Master Fund Limited, to warehouse 20% ^ the 
equity strategy, the other80% ofthe strategy is still booked in Amaranth LLC. The capital allocation of 
the Amaranth Global Equities Master Fund Limited is dhrided as follows; 35% healthcare (100% of 
Amaranth Helix Limited), 35% Technology, 15% Utilities, and 15% In Finandals. Going forward each 
portfolio manager will have a separate fund similartoHeKKsmjcture, where each fund wilt have Its owri 
portfolio manager and a their own portfolio of equity positions spedfic to one industry . The Long ! Short 
Equity strategy redes both on fundamental and statistical analysis to identify underand overpriced 
equities. Current leverage in Long / Short Equity book is 2J9X, 499 positions. The 
long/short equities portfolio performed well In July, 2006 as seven out of the right sector 
portfolios produced gains. 2006 performance attribution; 4% 

Statistical ArbHraoe f4% of capilah: Is a relatively rtew strategy for the investment Manager and currently 
only trading In the equity and foreign exchange markets. The statistical arbitraga focus in equity revolves 
around trading positions on the Russell 2000, average trade size is $05MM to $1 X)MM. The statistical 
arbitrage focus in foreign exchanges is focused on trading the 11 most liquid currencies and average 
trade size is $1.0MM. The Interest rate statisticai arbitrage model Is currentiy being developed. The 
statistical arbitrage strategy is based on? models which look for anomalies in the price correlation 
amongst the targeted underling index or basket of securities. Investment horizon per trade Is generally 
inside of 1 rmnth. The stat arb book is still in its beta testing stages as senior mar^agement believes the 
incubation period for this strategy is approximately 3-5 years. There are approximately 20 programmers 
who are refining the algorithms and code. Leverage utilized in Stat Arb book Is 2.84X, 4.456 
positions. Performance for July. 2006 for the stat arb book was favorable and the 
tnvastmani Manager Intends to Increaea the caphai allocation to this book over the next 
6-12 months. 2006 performance attrlbutiort:3% 

Capital allocation to the different strategies has changed significantly in the last two 
years. At Amaranth's inception, approximately 60% of the capital was aliocatad to 
Convartible Arbitrage versus the current amount of 2%. in the past two years the capital 
ailocatlon to the energy and other commodities books has Increased sharply. Although 
Amaranth claims to be a credit multi-strategy fund, the annual return relies significantly on 
the performance of the Energy and the ether Commodities trading books. Over 86% of the 
year to date performance attribution Is generated from these two trading books, 
investment strategy rating of 2 due to the concentration of capital alioeaied to the Energy 
and Othar Commodities books and investment strategy style drift. 

Investment Strategy Score Change History 

Market Risk Management 

Market Risk Hanagemenl^^ 

*Market Risk Management Score® 2 sart" | 


*RJsk managerwent process corresponds to Tirtn scope®* 0S04 03 #2 Q I 
^Commentary 
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Difference from other hedge hind counterparties, Amaranth has a Mslc 
manager for each trading book and that indMduai sits on the desk with the 
risk takers. Rob Jor^ beiieves that a risk manager for each risk book, 
who sits on tile desk, wiK be in the How and have a better understanding of 
the trades being done and markets traded. However, given recent 
performance and risk controls areund the energy portfolio, it appears that 
Amaranth's risk managers did not have an understanding of Che market 


risks associated with energy trading or were over-ridden by the prindpais. 


^Developed risk reporting infrastructure® 0S0403S201 

‘Commentary 

The chief risk officer Rob Jones revieivs risk reporting across each 
strategy daily. The risk management systems and reporting were ail 
created In coHaboratjon with TTO 33, Rt^ Jones and his team. Risk 

Manager appears to have disregard^ the Funds concentration limits in 
natural aas or did not comprehend the potential downside risk. 

‘Clearly defined and enforced trading limits^^ 05040302#! 

*Commentary 

There are no strict stop Joss limits. AH riskaiKl position limits are soft 
limits. Recent performance support the lack of controls at Amaranth. 


The Chief Risk Officer is Robert Jones and is regarded as one of the 3 most senior officers at 
Amaranth. Rob's mandate is to create a more robust risk management system and process. Rob 
indicated that he is consulting both in house and external individuals to achieve their objectives. 
There are 12 risk lieutenants in the risk management group under Rob. Roughly all of the Individuate 
have an academic background, with advanced degrees in various fields. Typically, most hedge 
funds have one Risk Officer monitoring the risks ofthe trading book. However, at Amaranth Rob feels 
that to ensure traders are adhering to risk guidelines a risk manager is assigned to each trading 
desk / portfolio group, in addition, Rob feels that by having the risk manager sitting among the 
traders on the desk, allow the manager to be more In tune the markets b/c they see the flows and 
get a better idea of how the market trades. Thus, this means they are better able to understand and 
manage the risks. Another unique quality of the Chief Risk (Mhcer at Amaranth. Rob has the authority 
to unwind ! close out any position based on its risk profile. 

The risk management group has agreements in place with iT033, a group which focuses on 
development of risk management systems. Rob is also actively hiring more risk management 
professionals. 

• Amaranth has developed Its own risk management infiBsUucture. The risk group provides daily 
position end P&L information, greek sensittvfties (delta, gamma, vega, rho), leverage reports, 
concentrations , premium at risk, and Industry exposures. 

• Rob Jones on a daily basis receives the foiloviring risk reporting: 

1. The risk managemerrt group produces daily VaR and Stress reports . The Var looks at different 
confidence levels from 1SD @i 68% to 4SO @ 99.99% over 20 days. Currently the Var has been 
less than 1% of total cspttal. The parameters fertile stress reports are increasing credit 
spreads to S0%. votatilfty contracting 30% for 1 month, 15% tor 3 months, 7% for 6 months and 3 
%for12montiis, interest rates up 10% or 1.1 *the yield curve and stocks being Hat The shock 
is a worst case scenario and it would Impact 3% of the total equity of the portfoRo . However, 
they dally stress each strategy separately and an overall portfolio stress to consolidate all the 
positions and effects to certain market events is In the works. 

2. Rob also receives a daily report that breaks down all of the long and short positions, with 
largest concentrations. Further the report also provides detaR regarding the top Sand IDtong 
and short posftions. 

3. A real time P&L monitor for portfolios with liquid, exchange traded securities. 

4. Liquidity report which presents positions and tfreir v^umes per each strategy which the 
managers use to constrain the size of each strategy. 

• Each risk lieutenant, per the product group they are assigned to generates a capital reserve for 


Strictly Confidential - Not for Circulation/ Committee Members and Staff Only 


JPM-PSI 0000600 



888 


each individual position. The capital requtrement is based on the outcomes of 12 different 
stress scenarios which Rob Jones came up with. 

• The risk lieutenants calculate expected loss based on 10% annualized vol per each Irtdividual 
position. 

• There are no formal slop losses or concentration fltnlte . 

Risk management rating of 2 granted due to lack of formal stop loss and concentration 
limits, in addition, given performance of the fund in the first few weeks of September, 
the senior investment professionals either disregarded the risk reporting or the risk 
managers did not fully comprehend the risks In the energy portfolio. 

Risk Management Score Change History 

Liquidity 

Liquidity 

‘Liquidity Score^^ 2 j chanaB SmiT | 


‘Cash needs correspond to liquidity of assets^ 05040302#! 

‘Commentary 

Amaranth Indicates they wilt maintain a certain amount of risk capita! te 
be used for anOcIpateC margin calls. (U^ capita! varies depending 
upon strategy. Cash ievets in May'06 were around $3 bllHon or 3D% of 
capital. That dwindled to around $1 billion in the middle of Sept. ’06 
due to significant drawdowns In natural gas positions. Amaranth ctearly 
misjudged the liquidity in the nat gas market when scaling their 
positions. 

‘Diversity and stability of nnancing sources^ OS04#3O2O! 

‘Commentary 

Amaranth has a number of equity prime brokers it can rely on for 
liquidity. In addition, the Anwranth Funds have ISDAs in place with a 
number of Walt street banks and broker dealers. 

‘Clearly deflned cash management policy^^. 050403#20! 

‘Commentary 

No strict guidefine as to the amount of unencumbered cash the Funds 
must maintain. 


e Amaranth seeks to maintain 25% on average excess borrowlrtg power from their prime brokers. 

• Per investment strategy (he risk management group cateulates a risk capital amount which is 
suppose to be available In the event of large market moves. 

• Amaranth has built their own stock loan business to mitigate any potential prime broker service 
dsruptions. The entity is Amararrth Securtties LLC a registered brokar-dealer incorporated in 
Delaware. It Is ready to go live once it receives NASD approval (which is imminent). 

• Amaranth uses 6 different prime brokers for domestic and International securities and they are 
Goldman Sachs, Morgan Stanley, Citigroup. Lehman Bros., Deutsche Bank, and Merrill Lynch. 

• The Prime Brokerage agreements include lockups from 30 • BO days for financing and margin 
levels. These lockHjps are generally sub)ect to ISDA like covenants including a 'Keyman 
Clause' and NAV triggers (of30% a queriei). 

Liquidity rating of 1, given the heevy losses Incurred by the energy book In the first two 
weeks of September 2006, which created serious liquidity Issues for the Fund. The 
Investment Manager had previously Indicated that they maintain eufficlant liquidity for 
such markst moves, howsvsr In reality it was not the case. In order to prevent any 
further losses and mitigate the risk of potentially defaulting on margin calls with their 
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liquidity providers, the energy portfolio was soid to JPM at a significant discount that 
lead to further losses, in addition, to generete additional liquidity the Fund has sold 
portions or ail of the investments in other trading books. 

Liquidity Management Score Change History 

Capital 

Capital® 

*Capit»l Score®: 2 [ Score *1 


■Relative size and stability of capital base (for each 050403ft20l 

fund and firm overall)® 

■Commentary 

SignlBcant amount of Investors are comprised of FOF investors. 

Potential for iarqe investor redemotions oiven recent performance. 

■Redemption features conrcuspond to asset llquldity^^' 0504030201 

■Commentary 

After initial lock up, quarterly liquidity should allow enough time for the 
Investment Manager if rvecessary to Rquidate positions to satisfy 
investor redemotions. 

■Quality and diversity of equity Investors®! 0504030201 

■Commentary 

Investor concentration risk associated with large number of FOF 
investors. 


Amaranth LLC Net Assets as of OB/2006; $7.B50.0MM. 09/21/06: $4.317.5MM Amarete 
Master Ltd is a wholiy-owned sub and fully guaranteed by Amaranth LLC. 

Amaranth Ptnre LLC Net Assets as of 08/2006: $1451.0MM. 09/21/2006: $798.05MM 
Amaranth Global Equities Master Fd Ltd Net Assets as of B/2006: $310.0UM, 
09/21/2006: $170.5MM 

Amaranth Secs LLC Net Assets as of B/200S:$57.0MM, 09/21/2006: $31.35MM 

• Amaranth LLC commenced operations with approximately $200MM in capilai, the bulk of which 
was provided by Paloma entities. A large portion of the capital (approx. 60%) comes from Fund 
of Funds, about 7% is from insurance companies. 6% from retirement and benert programs, 6% 
from high net worth individuals, 5% from financial irtsMutions. 2% from endowments and 3% is 
insider capital (which includes deferred compensation). The insider capital does not get 
charged management or performance fees. 

• The largest investor amounts to 8% of total capital 

• 70% of aH investors have been with the fund for longer than 1 year. 

e All capital investments rrtada by Paioma entities and individuals who are affiliated to Paloma 
has been returned. 

• Thera are three ways out of the Fund via withdrawals: 

1 . Annual liquidity. 13 month initial lock up w/ 90 days written notice 

2. After the Initlat 13 month lock up, quarterty llqukllv. January, Apht. July and October w/ 45 days 
notice and a 25 % fee. 

3. Annual redemption of profits only w/ 45 days wiitien notice. 

• There Is a 15 % gate which counts against alt redemptions made during the course of the year. 

• Potential largest redemption would be 15% of nav if every qualiiled investor provided notice to 
redeem. 

• Beginning in 2/05, new investors will be subject to a 2 year iock-up on capital 

Capital rating of 2 given the signiflcenl decrease in capital under management In the 
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past two weeks. 

Capita! Score Change History 

Performance 

Performance^ 

•Performance Score^^ I j Change Score"] 


•Performance relative to peers^ 050‘^0302#1 

•Commentary 

Performance relative to peers over the last couple of years has been very 
good. However Amaranth has indkattd in the first two weeks of Sept 06', ytd 
performance may be down over 60%. 

•Appropriateness of return volatility relative to strategy^ld 

•Commentary 

Fund has incurred signiflcanc losses due to thatr concentration in energy 
contracts. 

•Performance during crisis peric»ds^& 

•Commentary 

Performance in first two weeks of Sept 06* lead to a 55% ytd decrease in 
capital. 
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Dec 2005 year end performance:18.92^ 



Amaranth Partners LLC Monthly Return Since January 2005 



For both Amaranth LLC and Ameranth Partners LLC, the majority of the positive 
performance for 2005 came from proftte in the erreroy book, epproxlmately 98% of the 
funds, ytd performence was related to energy trades. Energy trading proflta/losses are 
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derived primerily from natural gas calender swaps. 


Currently in 2008, both Funds are down approximately 60% ytd because of energy trading . 
Approximately 40% of the Funds capital is committed to natural gas trading. Brian Hunter 
had positioned the book net long going into the U.S hurricane season. The energy book 
Bpperentiy has en outsized long position in the October 06 ng contract and an outsized 
long position in the Oct06*Dec06 and MarchQ7-Aprli07 spreads. These positions have 
incurred heavy losses. Much of the losses have coma in the first two weeks of September 
as prompt natural gas has steadily declined since the middle of August from to $4.8 
current due to a so far benign hurricane season, cooler weather, end an increase in 
inventories. 





strictly Confidential - Not for Circulation/ Committee Members and Staff Only 


JPM-PSI 0000600 




894 



Performance Score Change History 


Operational Risk Management 

Operational Risk Management 

*Operatienal Risk Management 3 j ch»ng»soor« [ 


*Deptir and efficiency of back office given strategy^ 0504#3020l 

*Cominentarv 

The trade support and back office at Amaranth is quite extensive, over 
200 Individuals dedicated to operations. 

*ResDons]veness to margin calls and confirms^^' 0504#3020t 

^Commentary 

Historically the client has meet margin calls with limited disputes. 
However we have had a problem with the dlet^ countersigning confirms 
wlthm a reasonable amount of time. On one occasion we halted trading 
with Amaranth due to the number of outstanding unsigned confirms. 

*Caiiber of portfolio pricing procedures'^ 0504#30Z0^ 

*Commentary 

Majority of the energy positions were erchange traded and therefore 
priced dally. 

■Oualitv of service 

orovldors'Sft 050^®3020l 

'Commentary 

Auditors, PB, legal counsel and liquidity providers are reputable firms. 


• Th«rs are a total of approximately 200 people In the operations group at Amaranth, The 
operations group encompass Information technology, controllers, accounting, legal counsel, 
client relations, eonflrmatlorts. and trade support 

• Amaranth performs their own back office and trade support in house. 

Employee Compensation: 

Amaranth senior mgmt has instituted a new form of annual employee compensation and deferred 
compensation. Annual compensation is determined by the degree of the individuals job function 
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and how itcontr&utes to generating income or iFH is inccmre neutral The annual Compertsationis 
based on the weightings in three different categories; l^rm wide performance 2)Divs[on 
3)Discretion. A Senior Trader may have the foHenwing weightings 1) Firm wide performance 30%, 2) 
Division 50% 3) Discretion 20%. According to titese weightings the Senior T rader benefits from the 
overall Fund performance but the bulk of his / h^ compensation is based on the perfonnance of his / 
her trading desk or division and less centered around satisfying the general ]ob requirements ia 
managerial artd operations responsibilities, A jutsor person may have the fotlovring compensation 
weighting profile; 1) Firm wide performance 10%. 2) Dfvi^n 10% 3) Discretion B0%. The deferred 
compensation is based on the firm's phiiosopl^ to maximize returns on a risk adjusted basis with 
capital preservation and risk management a prunity.The deferred compensation payout is also 
spread over the course of three years. With the deferred compensation portfolio managers and 
traders are less likely to take unnecessary risks er)d attempt to "hit home runs with every swing*. 

InvestmentTerms; 

• 5 5 MM minimum investmerA (subscriptions accepted monthly) 

• 1.5% mgmtfee;20% incentive Fee ( addiUonetiy reimbursement of certain expenses resulting 
from the operation of the Funds and the Master Fund. 

• HIgh-Weter Mark is employed. 


Xnternai/Operational Score Change History 

Client Communication/Transparency 

Client Communication/ Transparency 

*CI)ent communlcations/Transparency 3 


*Extent of information provided® O5O‘t03#2Oi 

*Commentarv 

Limited disclosure provided. We rely cm periodic meetings and 
conference calls wKh mai\agement for more detailed disclosure of how 
the tradir>g books are postboned. However, in hind sight, we were 
mislead try individuals at the Fund w^ten we pointed out the concentration 
risk In the portfolio related to the size of their natural gas positions. 

Senior Investment professionals Informed us that the capital allocation to 
energy would be decreased Immediately and instead they Increased it 
siqniftcantiv in June '06 to 56% of capital. 

'Frequency and timeliness of Information provided® OSO^ASOZOi 

'Commentary 

Historically, general Info regarding the funds navs and performance are 
provided within the tlrrte frame set fortii in the ISDA. 

■Access to key decision makers®. 0504A30201 

■Commentary 

fteasoTBbfe access to Amaranth's senior risk manaoers and risk takers. 


• JPM hedge fund credit receives some disdosure, on a m^ihly basis, of capital by entity, 
capRal allocation by strategy, leverage by strategy, total number of trading positions by 
strategy and overall performance 

s Client communication is unsatisfactory with credit 8r)d risk management side of Amaranih, risk 
management and investment professionals Indicated during a due diligence visit that the 
capital allocation to energy trading would decrease significantly. However, capital allocation to 
energy trading increased significantly from 25% to over 50% of the capital under management. 
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Commentary released to investors 9/20/08: 

Dear Investor 

As communicated to /ou earlier today, the Amaranth Multi-Strategy Funds concluded a transaction to 
transfer our energy portfolio to a third party. Having achieved this Important step, we wanted to share 
addition^ information on the status of the M;iti -Strategy Funds. 

Dunng the week of September 11, 2(X)6, we experien^d significant mark-to-market losses In our natural 
gas derivatives portfolio . The resulting margin calls on these petitions seated serious constraints on the 
Funds' Uquidity. In order to prevent further mark-to-market losses on the natural gas positions, and to 
reduce the risk of d^aultrng on margin calls, we transferred these positions to a third party at a price that 
resulted in additionai signifleant losses.To generate the liqutdl^ required to avoid defaults under our 
counterparty documents, we also sold a significant number of positions in the Funds’ other portfolios. 

These actions have eiimineted the prospect of further significant mark-to-maiket losses in the natural gas 
portfolio and helped us avoid the termination of our credit facilities and the risk of a consequent forced 
liquidation by our creditors. We have continued to meet an margin calls. Our major fir^nciai counterparties 
have confirmed that they are now comfortable with our portfolio and overall liquidity position. We expect 
that, once all of the trades associated whh these actions have bean settled, our leverage will be 
approximately 1 2:1 . We are now focused on commur^ting with our investors and defining the future of 
our business. 

After taking into consideration the mark-to-market losses on the rtatural gas portfolio, (ha signiftcarrt cost of 
the third-party transaction, and, to a much lesserdegree. realized losses on other positions that were sold 
in order to generate liquidity, we estimate that, as of Seplember19,the Net Asset Value of the 
Multi-Strategy Funds had declined approximately 65% month-tD-date and approximately 55% 
year-to-date. 

Monday, September 18, was the deadline for submitting October 31 quarterly redemption requesls.We 
are evaluating ait redemption requests received to date and will report back to you when we have 
completed ourenafysis. 

We are planning to hold a conference call for Investors this Friday. September22. Details for the call wilt 
follow. Next week, we intend to begin schedutjr>g one-oryone meetings with investors . Amaranth is 
determirted to earn back its investors' trust, ar>d one step towards that end is to share as much information 
as we reasonably can. We assure you that we are eager to do so. 

Nick Maounis 


Client Communication Score Change History 

Exposure Management Strategy 

Exposure Hgt Strategy^ 


Other Comments 

Other Comments and/or Attachments: 

Memo from Amararrth descn'bing new feederfumls that become efTective Feb 1,2008 and 25-month 
investor lock-up on new subscriptions starting Feb 1 , 2006. 
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/a/Aknaxanth 

CONFIDENTIAl^NOT FOR DISSEMINATION 
Amaranth April 2006 Update 

For the month of April, mvestots in Amaranth Capita! Faitnera LLC, Amaranth Partners 
LLC and Amaranth International Umited (the ''Funds*') earned positive net returns as we had our 
best month to date. Although extreme volatility in the energy marlcets is primarily responsibie &r 
our out-performance, we are proud of the fact that our other businesses have made strong 
contributions as well. In fact, if we eliminate the capital and profits attributable to our energy 
trading business, investors in the Funds would have earned approximately 2% during April and 10% 
year to date. 


Fund 

April 2006 

Year to Date 

Amaranth Caphal Partners LLC (with IPO) . 

13.19% 

27.17% 

Amarandi Capital Partners LLC (w/o IPO) 

13.15% 

27.00% 

Amsuaadi Faitneis LLC (with IPO) 

n.97% 

24.95% 

Amaranth Partners LLC (w/o IPO) 

11.93% 

24.80% 

Amaranth bUematiooa] Limited (with IPO) 

13.24% 

27.14% 

Amaraoth International Limited (w/o IPO) 

13.21% 

26.99% 


Our convertible and volatility portfolios generated positive returns in April. Similar to last 
month. General Motors (GM) and volatility dispersion trades were the primary contributors to 
performance. These gains were partially offset by modest losses in our Japanese convertible 
positions. We anticipate increased new issuance in the U.S. which 'may present attractive 
opportunities in the i 4 >comiag months. 

Our long/shoit equity portfolios were profitable in the aggregate, with gains experienced by 
most portfolios. Please refer to our Amaranth Giob^ Equities letter for more detailed information 
regar^g our long/short equity activity. 

Our merger arbitrage and statistical arbitrage portfolios both posted modest gains for the 
month. Although M&A deal flow has increased on a global basis, spreads arc not yet wide enough 
to warrant a larger allocation. Statisdeal arbitrage is olff to its best start since the mcq>tion of the 
strategy, and we will likely increase the allocation over the intermediate term. 

Our energy and commodities portfolios generated outsized returns due to unusual volatility 
across the crude oil, natural gas, and metals businesses. Primaiy drivers of returns included (1) 
natural gas spread trades, which benefited fiom the significant icterease in crude oil prices and the 
glut of summer 2006 natural gas relative to storage capacity and prospective summer demand, and 
(2) a profound increase in base metal prices (copper in particular) with an associated volatility 
spike. As volatility increased during the nxmth, we took the opportunity to reduce exposure in our 
natural gas and metals portfolios and realized profits. As recently announced, I am pleased to 
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welcome Jeff Baird, who joined Amarandi on May 9^^ as Portfolio Manager and Co-Head of our 
Global Energy & Commodities business. Jeff joined us &om Caxton Associates where he was Co- 
Portfolio Manager focused on global crude oil and refined products as well as North American 
natural gas markets. Jeff will have direct oversight our crude/petroleum and non-energy 
conunodides businesses while Brian Hunter will continue to oversee oiv natural gas and power 
businesses. Brian, who has been Co-Head of our Globa! Energy & Commodities team since last 
June, invited Jeff to partner with turn to lead one of Amaranth's core bu^imses based upon their 
mutual respect for one another and Jeffs exceptional talents as a trader and investor. With Jeffs 
addition, we fee! our Global Energy.& Commodities team is stronger and better positioned tiian 
ever. 

Our credit products portfolio had a particularly strong month with significant contributions 
fiom relative value positions within our CDO book, priirate financings in Asia, exposure to GMAC, 
and oiv European credit portfolios. We remain extremely cautious on public opportimities given 
historically tight spread levels which we view as unsustainable over the longer term. As a result, we 
continue to focus much of our attentioa on CDO and private market opportumties, particularly in 
Asia, udiere we continue to find value. 

At the beginning of April, capital was allocated among our strategies as follows: 5 % to U.S. 
convertibles, 13% to international convertibies/volatility, 8% to statistical arbitrage, 34% to energy, 
4% to commodities, 2% to merger arbitrage, 9% to kmg/short equity and 25% to credit products. 

At the beginning of April, long market value exposure was as follows: 12.7% to Canada, 

1 1.8% to Etirope, 6.4% to Asia (non-Japan), 3.5% to Japan, 64.5% to flic United States, and 1.1% to 
other regions. Short market value exposure was as follows: 13.7% to Canada, 14.1% to Europe, 
4.1% to Asia (non-Japan), 4.4% to Japan, 63.2% to the United States and 0.5% to other regions.* 

Subscription Agreement Policy Reminder 

The deadline to receive Subscriptirm Agreements for new investments is five business days 
prior to the dealing date (e.g.. May 24*** for June l“ subscriptions). Subscription Agreements are 
processed in the order in which they are received; therefore, we strongly recommend that you 
submit your subscription documents as early as possible in order to assist us in processing your 
request and accepting your investment 

As always, please feel free to contact Charlie Winkler, Steve Johnson or me at 203.422.3300 
with any questions. 


Rn^ds, 
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Amaranft Mav 2006 Update 

For &e month of May, investors in Amaranth Capital Partners LLC, Amaran^ Partners IXC 
and AEsaranth Inlematioiial Limited (the '‘Funds'^ expolenred losses as we had our worst month 
since inception. Our natural g^s book • still dua year’s most profitable strategy - accounted for the 
majority of the drawdown as dislocadons in certain relatropah^ foe natural gas forward 

curve resulted in significant maik-to^naiket losses. Bceloding foe capital and profits attribut^le to 
foe natural gas portfbUo, the Funds wonld have been down approximately 1.5% for foe tnonfo. 


Fund 

Mav 2006 

Year to Date 

Amaranth Capital Partnera LL^ (wifo IPO) 

-10.71% 

13.55% 

Amaral Capital Partners LLC (w/o IPO) 

•10.72% 

13.39% 

Aotaramh Partners LLC (with IPO) 

-9.49% 

13.10% 

Amatanfli PartBCrS LLC (w/o IPO) 

-9.49% 

12.96% 

AmaraiUh loteroational Limited (with IPO) 

-10.71% 

13.53% 

Amaranth International Lhnited (w/o IPO) 

-10.71% 

13.38% 


To put our losses in perspective, our energy and commodities businesses generated over 
Sl.S billion in profits during foe six week period be^nning April 1*. Normally, after generatii^ 
gains of this magnitude, wc would endeavor to repositkMi the portfolio both to realize profits and 
neutralize ei^suies which are incurred as foe portfolio generates gains. Historically, foe market 
has provided soGfideiit liquidity and opportunity for us to tailor the portfolio as desired despite 
rapidly dianging market dynamics. This ’’expansioo/contiactiQn’* ^jproach has enabled us to 
generate more profits than if we had required foe team to unwind trades aggressively whenever 
markets moved in our favor, to this case, as we endeavored to monetize gains (and reduce risk) 
within foe portfolio, liquidity in foe middle port of foe natural gas forward curve seized up due to 
high volumes of producer h^ging foat oveisaturated market deimnd for forward natural gas. While 
this was a humbling experience foat has led us to recalibrate how we assess risk in this business, we 
tnlieve ceitBin spread relationships involving natural gas remain disconnected fiom their 
fundamental value drivers. As a result, we mamtain exposure to spread positiems that we believe 
have significant upside potential ova foe near term. Aside from onr natural gas related stiate^, 
the remainder of our aergy and commodity businesses were modestly profitable. 

Our connrertible portfolio was slightly negative for foe month as our U.S. portfolio generated 
gains while our Asian exposures experienced losses as foe Asian markets traded oCT. Our non- 
convertible volatility book also expeiienced significasl tosses when global i nd ex tm p ljft d volatilities 
spiked in May. We m ainta i n a small allocatioa to tradlfional convertible markets (U.S., Europe and 
J^jan) and continue to be opportunistic in nba-traditional convertible markete (Canada, non- Japan 
Asia) where our infiastnicture provides coiz^titive advantage. 
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Our loag/sbort equity portfolios lost money in the aggregate, but held up quite well despite' 
the diffi cult madeet enviromnenl for global equities. Oar dedirated Amaranth Global Equities feeder 
fifflds were down -0.53% (o -0.73% depending on the iund, while die S&P SOO was down -3.1% and 
international equity markets were down considerably more. Please refer to our Amaranth ^obal 
Equities letter for additional infonnation regarding our long/short activity. 

Our merger aibiliage and statistical arbitrage portfolios both experienced modest losses. We 
continue to believe there are limited opportunities in merger arbitrage as spreads are not at wide 
enough levels to justify a larger allocatiocu Our statistical arbitrage portfolio perfocmed quite well 
considering the challenging market enviroiunent for global equities and CTAs. 

Our credit products portfolio experienced losses that were primarily driven by our Asian 
private financiag exposures and spread widening in our CDO book. As we have discussed in past 
lett^ we remain extremely cautious on public importunities givaa historically tight spread ieveb 
which we view as unsustainable over the longer term. As a result, we continue to focus most of our 
efforts on CDO smd private maricet opportuiuties, particularly in Asia, where we continue to find 
value. 

At the beginning of May, coital was allocated among our strategies as follows: 3% to U.S. 
convertible ^itrage, 12% to international convertible arbitrage/volatility, 9% to statistical 
arbitrage, 38% to energy, 6% to commodities, 1% to merger arbitrage, 8% to long^short equity, and 
23% to credit products. 

As always, please feel free to contact Charlie Winkler, Steve Johnson or me at 203.422.3300 
with any questions. 


Regards, 



Nick Maounis 

PerfitmuBict ii^truutio/t is pnssstted Ntf all Jets and eperua, Pvtieular invatm ' rwtiaru will vary Jmm the rtsptetive 
comfXUUe nruna of Ote Funds dut ta the timing ef suAsa^rtions, uillkdrawals, redan^tlons and oifurfaetars. Performance 
i/ifinnaltOH it unaudited and suhjta to od^ustmenL Perfaftnancelnjarmailanis premtedanfyfiir Annual Liquidity Interests; the 
Funds also q0a- Four-fear UrptUBsy fmmts with dyfavai redaction rights and fees. 

Past perfarmanee U not neetanarUy indicative offuun readts, partia/lerfy in iSe ease of speaialive tTadtng stratezles such OS 
those implemented by She Fimd/.Funhermon, the Funds’ smtegies. at well as the mtsrixa and butrumaus they trade, art 
eontimudly evolving. There U no material liinUation an the rtrategles the Funds may implaneal or an the mm ie t s or instruments In 
which they may trade. The Funds aro a sutttdiletKveitmertl only/or JinoneiaHy tophisdeated invtsten who tat independently 
capable ^evaluating the merits and rtskt^lhe Funds. 

All iKveato n in the Funds an reminded that: 

« CM Investment In the Funds Is speculative and ImotKt a suhsimtial degree (frisk 

• iavestarr must he prepared to lose aD or tubeianil^y dl ef their irrvestmaU in the Funds; 

• the Funds oade wUh a iiigA degree ^leverage; 

• Ike Funds 'pafa rma nee may be uolaSile; 
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Regulation 

We are primarily subject to the jurisdiction of regulatory agencies in the United States and the United Kingdom and, with 
respect to the ICE Futures products, we have permission from over 45 jurisdictions to allow trading on our platform. 

Regulation of Our OTC Business in the United States 

We operate our OTC electronic platform as an exempt commercial market under the Commodity Exchange Act and 
regulations of the Commodity Futures Trading Commission, or the CFTC. The CFTC generally oversees, but does not 
substantively regulate, the trading of OTC derivative contracts on our platform. All of our participants must qualify as eligible 
commercial entities, as defined by tbe Commodity Exchange Act, and each participant must trade for its own account, as a 
principal. Eligible commercial entities include entities with at least $10 million in assets that incur risks (other than price risk) 
relating to a particular commodity or have a demonstrable ability to make or take delivery of that commodity, as well as entities 
that regularly purchase or sell commodities or related contracts that are either (i) funds offered to participants that do not meet 
specified sophistication standards that have (or are part of a group of fiinds that collectively have) at least $1 billion in assets, or 
(ij) have, or are part of a group that has, at least $100 million in assets. We have also obtained orders from the CFTC permitting 
us to treat floor brokers and floor traders on U.S. exchanges and ICE Futures as eligible commercial entities, subject to their 
meeting certain requirements. As an exempt commercial market, we are required to comply with access, reporting and 
record-keeping requirements of the CFTC. Currently, our OTC business is not otherwise subject to substantive regulation by the 
CFTC or other U.S. regulatory authorities. Both the CFTC and the Federal Energy Regulatory Commission have view only 
access to our trading screens on a real-time basis. In addition, we arc required to; 

• report to the CFTC certain information regarding transactions in products that are subject to the CFTC’s jurisdiction and 
that meet certain specified trading volume levels, 

• report to the CFTC certain large trader position information for our cleared OTC natural gas markets pursuant to special 
call issued by the CFTC, 

• record and report to the CFTC complaints that we receive of alleged finud or manipulative trading activity related to 
certain of our products, and 

• if it is determined by the CFTC that any of our markets for products that are subject to CFTC jurisdiction serve a 
significant price discovery function (that is. they are a source for determining the best price available in the market for a 
particular contract at any given moment), publicly disseminate certain market and pricing information free of charge on a 
daily basis. 

Members of Congress have, at various times over the last several years, introduced legislation seeking to restrict OTC 
derivatives trading of energy generally and to bring electronic trading of OTC energy derivatives within the direct scope of 
CFTC regulation. Separate pieces of legislation have recently been introduced in Congress that would (i) eliminate the category 
of exempt commercial market for energy commodities, requiring that we register our OTC business as a regulated futures 
exchange, (ii) restrict or effectively eliminate our ability to provide clearing services for our OTC products, (iii) provide the 
CFTC with the authority to require exempt commercial ma^ets to comply with additional regulatory requirements and to require 
some participants on exempt commercial markets to file reports on their positions, and (iv) place price controls on natural gas 
derivatives and make those derivatives tradable only on a designated contract market, which is a regulatory status we do not 
presently hold. If any of these proposals are adopted, they could restrict or foreclose some of our business, require us and our 
participants to operate under heightened regulatory burdens and incur additional costs in order to comply with additional 
regulations, and could deter some participants from trading on our OTC platform. 

We cannot predict whether this legislation will be adopted. If such legislation or other legislation were to be enacted into law, 
it could have an adverse effect on our business. 

The Energy Policy Act of 2005 that was signed into law by the President on August 8, 2005 grants to the Federal Energy 
Regulatory Commission the power to prescribe rules related to the collection and government dissemination of information 
regarding the availability and price of natural gas and wholesale electric energy. On January 19, 2006, the Federal Energy 
Regulatory Commission also issued final rules clarifying the agency’s authority over market manipulation by all electricity and 
natural gas sellers, transmission owners and pipelines, regardless of whetiier they are regulated by the Federal Energy Regulatory 
Commission. These rules and possible future exercises of tbe Federal Energy Regulatory Commission’s rulemaking powCTS 
could adversely impact demand for our data products in the United States. 

At various times in recent history, regulators in some states have publicly questioned whether some form of regulation, 
including price controls, should be reimposed in OTC commodities markets, particularly in states where the power markets were 
recently deregulated. We or our participants may, in (he future, become subject to additional legislative or regulatory measures. 
These could require us to incur significant compliance costs or to modify our business strategy. Any measures affecting our 
participants in connection with their OTC commodities trading activities could potentially discourage participants finm trading 
on our elearonic platform and adversely affect our competitive position. 

19 
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Commodity Futures Trading Commission 

Office of Commissioner Michael V. Dunn 
Three Lafayette Centre 
1155 21'^* Street. NW 
Washington, DC 20581 
202.418.5070 


Excerpt from 

Remarks of Commissioner Michael V. Dunn 
before the 

National Grain Trade Council’s 
Mid-Year Meeting 
Kansas City, MO 
September 8, 2006 

Thank you, I am very happy to be here today. On the Commission, 1 have tried to 
be a voice for agriculture, I appreciate the help and advice that many of you have given 
me in this endeavor. 


Given the critical nature of energy as a commodity, recent high prices and scandals 
affecting the energy sector have brought renewed attention to energy markets. Due to the 
complexity of these markets, there are no easy answers. 1 think our central mission should 
be to make sure that energy markets are as transparent and resistant to manipulation and 
fraud as possible. 

One of the biggest questions the public has is why are energy prices so high? Well, 
we all know it is a tough question to answer definitively why the price of a market is 
what it is. Breaking down the fundamentals of a market is as much art as science. One 
person’s market fundamentals may be another’s speculative excess. 

One of the purposes of having a market is, of course, price discovery. Barring some 
kind of squeeze, comer, or other manipulation, it probably is not possible to say whether 
a price is too high. You or I might have an opinion on that, but there really is no other 
objective price to compare too. 

While I think it would be valuable for the Commission to formally study what, if 
any, effect the large influx of speculative money has had on trends in commodity 
markets, it would be quite difficult, if not impossible, to define at what point an influx of 
open interest, for instance from index funds, created conditions that led to “unreasonable 
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Remarks of Commissioner Michael V. Dunn 
September 8, 2006 

fluctuations” or “unwarranted changes” in price. The Commission is not in a position to 
pick among different economic uses of a particular futures contract and decide which are 
to be discouraged or encouraged. 

I think the key thing is to make sure there is sufficient openness and transparency 
so the Commission or someone can make sure a market is functioning fairly and 
efficiently. The Commission does that for energy markets traded on a designated contract 
market. Through our commitment of trader reports we can even pass some of that 
information hack to the public. 

However, a large portion of energy trading occurs in the over-the-counter market, 
mostly heyond the scrutiny of any federal agency. The Commission’s enforcement 
actions continue to uncover repeated examples of people and companies trying to game 
the energy markets, often in the belief that no one is watching, or that if someone is, there 
is nothing that can he done to them. 

Most of the energy cases we file affect narrow segments of the industry, and each 
one individually probably does not have a large impact on consumers overall. However, 
each of these cases calls into question the integrity of the energy markets they involve, 
and as Enron showed, there can he large consequences for consumers in the biggest 
cases. At the end of the day, the Federal Government simply needs to get a decent handle 
on exactly what the extent of the problem may be. Unfortunately that task too easily falls 
through the cracks in the regulatory framework for energy. 

I think it is a good idea for Congress to consider whether the integrity and 
transparency of energy commodity markets face any challenges. Certainly those markets 
have changed a great deal since deregulation began in the 1990s. Because the CFTC is 
barred from regulating the OTC energy markets, it cannot collect large trader data from 
unregulated energy markets, or conducting regular surveillance of them. It is virtually 
impossible to know, therefore, the extent of fraud and manipulation that may be 
occurring in the over-the-counter markets. 

The nature of the OTC markets is such that it would not be feasible or useful to 
require surveillance of the entire OTC market. However, 1 think it is important that 
Congress consider whether there should be increased surveillance of key OTC markets 
that fulfill a price discovery function. It is these markets where we have seen most of our 
energy-related enforcement cases arise from, and that are most likely to affect consumers 
when there are problems. 
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Bloomberg.com 


Amaranth Hedge-Fund Losses Hit 3M Pension, Goldman (Correct) 

By Jenny Strasburg 

(Corrects size of Arden investment in seventh paragraph in story published yesterday.) 

Sept. 20 (Bloomberg) — 3M Co., Goldman Sachs Group Inc. and San Diego County's retirement fund say the meltdown of 
Amaranth Advisors LLC, the hedge-fund manager that lost about $4.6 billion in the past month, may cost them millions. 

The $9.2 billion pension fund of 3M, maker of Post-It Notes and electronics and cleaning products, gave less than $92 
million to Amaranth, according to Jacqueline Berry, a spokeswoman for the St. Paul, Minnesota-based company. Goldman 
Sachs Hedge Fund Partners LLC has about $13 million with the firm, according to a regulatory filing today. 

' ' This wiii spark activity by Congress, or by regulators, for some overeight of an area that has not been watched," said 
Dan McAllister, a board member of the $7.2 billion San Diego County Employees Retirement Association. The fund 
invested $175 million with Amaranth in 2005. 

Amaranth, named for an imaginary flower that never fades, had gained more than 25 percent earlier this year on bets 
natural-gas prices would rise. Prices tumbled this month, triggering losses that grew as it scrambled to unwind trades. 

The Greenwich, Connecticut-based firm's blowup is the biggest since Long-Term Capital Management LP almost collapsed 
in 1998. 

In a bid to stem losses, Amaranth plans to give up its energy trades to Citadel Investment Group LLC, a $12 billion hedge 
fund in Chicago, and New York-based bank JPMorgan Chase & Co., two people with knowledge of the decision said today. 
Citigroup Inc., the largest U.S. bank by assets, may buy a stake in Amaranth. 

Wall Street Clients 

Amaranth has managed money for Wall Street banks Morgan Stanley, Credit Suisse Group, Deutsche Bank AG and Bank 
of New York Co., according to U.S. Securities and Exchange Commission filings. A $2.3 billion Morgan Stanley pool that 
invests in other hedge funds had about $126 million In Amaranth as of June 30, according to regulatory filings. Bank of 
New York allocated $10 million of a $165 million fund to the firm. 

Caisse de Depot et Placement du Quebec, Canada's biggest pension-fund manager, had C$77.3 million ($68.5 million) 
with Amaranth at the end of 2005. New York-based Arden Asset Management, which farms out $13 billion to hedge 
funds, invested about 3 percent of its assets in Amaranth across several funds. Arden spokesman Jonathan Gasthalter 
declined to comment. 

Max Re Capital Ltd., a Bermuda-based reinsurer, may also be a casualty. The company said today third-quarter earnings 
will be reduced by $35 million because of losses from hedge-fund Investments. Max Re didn’t disclose which hedge fund 
caused the losses, and spokeswoman Sheila Grrngley didn't respond to a phone message seeking comment 

Natural-Gas Selloff 

Connecticut Attorney General Richard Blumenthal said he's examining Amaranth's losses. 

We are taking some Initial steps to investigate what went so terribly wrong, whether there was a truthful and accurate 
disclosure to investors," he said today in an interview. 

Tom Carson, a spokesman for U.S. Attorney Kevin O'Connor in Connecticut, declined to comment, as did Bryan Sierra, a 
spokesman for the Justice Department in Washington and SEC spokesman John Nester. 

Natural-gas futures have plunged 17 percent this month. The losses may have been exacerbated by Amaranth's attempt 
to exit bets on rising prices, said Robert Van Batenburg, head of research at Louis Capital Markets LP in New York. 
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' 'The whole debacle has left Amaranth trying to unwind its positions," he said. 

MotherRock LP, a $400 million fund run by former Nymex President Robert ' ’ Bo" Collins, shut last month after 
unsuccessful bets on the direction of natural gas. 

Amaranth Equity Stakes 

Both funds attempted to profit from spreads, or discrepancies in price, between different gas-futures contracts. Amaranth 
used loans to expand its bets. Increasing its losses. 

Shares of companies in which Amaranth invested have also been hurt. 

The stock of Cinram International Income Fund, a Toronto- based maker of digital-video discs, fell 5.4 percent earlier this 
week on concern that Amaranth would sell its 15 percent stake. The shares rose 50 cents to C$22.10 at 4:30 p.m. in 
Toronto after the Globe and Mai! reported Amaranth had received bids for its holdings. 

Counsel Corp.'s stock has dropped 14 percent this week. The Investment firm, also based in Toronto, said in a Sept, 18 
filing with Canadian regulators that Amaranth proposed selling its 34 percent stake. 

Consultant's Advice 

The San Diego County pension board invested in Amaranth on the recommendation of consultants Rocaton Investment 
Advisors in Norwalk, Connecticut, board member McAllister said. The San Diego County fund is unconnected to the San 
Diego City Employees’ Retirement System, which has a deficit of more than $1 billion. 

' ' We are aware of the Amaranth situation, and we are in dialogue witfi our clients," Rocaton spokesman Todd Miller said, 
declining further comment. 

It will take weeks to find out how much pension money melted away with Amaranth's bad trades, Damon Silvers, 
associate genera! counsel of the Washington-based AFL-CIO, said In an interview today, 

The largest U.S. labor association, whose member unions hold more than $400 billion in pension assets, has criticized 
provisions of the pension-reform law signed by President Bush last month that loosened restrictions on pension-money 
flows into hedge funds, 

' 'This shows what an appalling decision that was," Silvers said. 

Caveat Investor 

Hedge-fund investors should take Amaranth as a warning to do better homework before trusting money with a fund, said 
Robert Schuiman, chief executive officer of Tremont Capital Management Inc., a Rye, New York-based investment firm. 

Investors need to understand the risks," Schuiman said. 

McAllister, who is also San Diego County's treasurer and tax collector, said the pension fund was led to believe by 
Rocaton that the Amaranth investment would reduce its risk. 

" If It looks too good to be true, maybe It is," he said. 

To contact the reporter on this story: lenny Strasburg in New York at jstrasburggibloomberg.net 
Last Updated: September 21, 2006 07:35 EOT 


Terms of Service I Privacy Policy | Trademarks 


http;//www.bloomberg.com/apps/news?pid-2067000I&refer=&sid=aMjcm8FDbsXk 
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Amaranth Seeks to Dismiss Pension Fund’s Lawsuit 

San Diego Business Journal on the web 
http://sdbi.com/article.asD?alD=114215&lmk=Derm 

Posted date: 6/S/2007 

Amaranth Advisors, the Connecticut hedge fond that lost billions in misplaced energy foture 
investments last year, filed a motion June 7 to dismiss a lawsuit filed by the San Diego County 
Employees Retirement Association over significant losses sustained by the workers’ pension 
fond. 

The motion filed in U.S. District Court in New York states managers of the $8 billion pension 
fund were well aware of the speculative and leveraged investment strategies used by Amaranth, 
and that these were clearly detailed in offering documents signed by county officials. 

Simply put, SDCERA took a known risk and lost money. It now seeks to recover, both its initial 
investment, and unrealized profits earned through the speculative trading that this lawsuit 
decries,” the court filing states. 

SDCERA invested $175 million as part of a higher-risk strategy to improve its returns starting in 
2005. After Amaranth sustained more than $6 billion in losses, its managers decided to liquidate 
the hedge fond’s remaining assets of about $3 billion. 

According to the filing, the county pension fond passed up several dates it could have withdrawn 
its investment if it determined it was too volatile and risky. After eight months, the county’s 
investment grew to more than $244 million or 40 percent, and even when the hedge fond 
reported losses of 10 percent in May 2006, the county continued to maintain its investment. Only 
after the fund took substantial losses in September did the county request withdrawal, but by 
then, all withdrawals were temporarily suspended, the filing says. 

So far, the county fund has recouped about $61 million fi’om Amaranth, which is still liquidating 
its assets. The county lawsuit seeks $150 million in lost assets and damages. 

- Mike Allen 


Permanent Subcommittee on Investigations 

EXHIBIT#! 7b 
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CONFIDENTIAL - CONTAINS PROPRIETARY BUSINESS INFORMATION 



New York 
Mercantile Exchange 


March 13,2006 


Mike Canieri 
Chief Compliance Officer 
Amaranth LLC 
One American Lane 
Greenwich, CT 06831 


RE: Violation of Exchange Rnie9.28 

Dear Mr. Carrieri: 

This letter addresses the matter of your firm’s open commitment in the New York Mercantile 
Exchange, Jnc. (“Exchange’*) March 2006 Henry Hub Natural Gas (“NG*') Futures contract. The 
records of the Exchange show that Amaranth. LLC f ‘Amaranth**) exceeded its current delivery 
month (“spot month") hedge exempt position limit of 2.S00 contracts. At the close of business on 
February 23, 2006, Amaranth maintained an open commitment or3,646 short contracts, 1,146 
contracts over its spot month hedge exempt position limit. 

Owing to your firm's violation of the spot month NG position limit, and in accordance with the 
provisions of Exchange Rule 9.36, this letter shall constitute a warning to your firm. Any ftirfher 
violation of the Exchange’s position limit rules will be handled pursuant to Rule 9.36. 


Please acknowledge receipt of this letter by e-mailing Corey Traub, Analyst, Market Surveillance 
atUli y^nvmex.com . If you have comments concerning this matter, please contact the 
undersigned at l2)^mH[^or Mr. Traub at 


I = Redacted by the Permanent 

Subcommittee on Investigations 


Sincerely; 

Mine; 

/vice fo'«ident 
Compliance Department 



cc: Anthony V. Densieski (NYMEX) 

Nicholas G. Galati (NYMEX) 
Bonnie H. Yurga (NYMEX) 
MS-06-79 


New YorkMcrcandle ExcKuige, Inc. 

World Financial Center 
One Nonh End Avenue 
New York, NY 10282.1101 
{212)299-2000 


Tht T«rk MtrumiiU Extbmngt, Inc., ii cempetei oftva iintvm. 

Th» NTM£X Divitiem pfftn trading w ernde til, ail. unUadtd jdteiiiu, 

natural gat. tUarHttf, taml, frapame. platinum, and palladium. Tit COM£X Divitian 
affrrt trading iagold, tibftr, tapptr, and /a/uMiiiKiM. 


I Permaneot Subcommittee on Investieations 


NX-USSEN 081909 
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CONFIDENTIAL - CONTAINS PROPRIETARY TRADING INFORMATION 


From: (mm|[@jpmchase.com 

Sent: Friday, May 19, 2006 11:14 AM 

To: jp|||||||||||||^§>ipmorgan.com 

Cc: Traub, Corey 

Subject: Fw; Amaranth LLC JuneOS Natural Gas 


■ the Permanent 

qi'hcnmmittee nn Investigations. 


Would you please remind Amaranth that they need to be al/below their NYMEX Nat Gas exempt level COB May 23. If 
you have questions/concerns, please call me. Note: beginning Monday, my new phone # 201595 8174. 

Corey thanks for the heads-up. 

Have a nice weekend, 



05/ia'2006 1107 AM 


^|^mp^)pmcha$e.ccim> 

cc; 

Subject; Amaranth LLC JuneOS Natural Gas 


I just wanted to reach out to you on the Amaranth LLC JuneOS Natural Gas position. Usual limit reminder stuff* spot limit 
goes in to effect at the close of business on 5/23/06. 

Give me a call if you have any questions or need further detail on the position we see here. 


Thanks, 



Market Surveillance Analyst 

Compliance Depanmenl 

New York Mercantile Exchange, Inc. 



I Permanent Subcommittee on InvestlEations 

EXHIBIT #21 


NX -USSEN- 028552 
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PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 


ADDITIONAL SELECTED EXCERPTS 
FROM 

INSTANT MESSAGES AND MAILS 
RELATED TO 

AMARANTH ADVISORS LLC 


The following represents a selection of instant message exchanges between Brian Hunter, head 
energy trader at Amaranth, and another trader at a different energy trading firm. This trader and 
Mr. Hunter discussed their observations and views on the natural gas market throughout 2006. 


Permanent Subcommittee on Investigations 

EXHIBIT #22 




914 


Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Wednesday, January 25, 2006, 1 :S3;S8 PM 


: bids coming back in 8/10 


Brian Hunter: yeah 

Brian Hunter: TXU out in CallO 

Brian Hunter: sweet 

Brian Hunter: no one wants to tough him 


■ = Redacted by Ibe Penyianent 
Siibromroinee nn Investigations 


t: people finally realizing jv6 should not be premium to jv7 


Brian Hunter: its hard on that 

Brian Hunter: when resid for the same spread is like 70 cents lower 

Brian Hunter: in jv6 

Brian Hunter: jv xh out 

Brian Hunter: H.J out 

Brian Hunter: all good 


summer winter 200 in jan WOW 


Brian Hunter: 1650 end Mar will do that 

Brian Hunter: at 9.00 summer gas 

Brian Hunter: everyone has huge put bets in Oct 

Brian Hunter: I am thinking they might not get what they are looking for 

Brian Hunter: might go down uch earlier 


: i think so too, we are going to overshoot in the next few weeks 
: guys around here getting way too comfortable being short 


Brian Hunter: one of those things 

Brian Hunter: H in cash can get real messy 

Brian Hunter: but wwe go under resid 

Brian Hunter: ethane 

Brian Hunter: and :NG should suck 

Brian Hunter: just to stop getting to 3.4 

Brian Hunter: but everyone forgets industrial demand increase 

Brian Hunter: could be strong into winter 


[: also saw some cal 10 sellers today unwinding spreads against crude 
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From: 

Sent 

To: 

Subject: 


windowsadmtn@arnarantHlc.com 
Wednesday, Jartuaiy 2006 1:52 PM 
amaranth.dom@ 3 maranth.ci 9 talsafe.net 
SUBJECT: CPhtyERSATION PARTICIPANTS = 


BHUNTER@AMARANTHLLC,COM; 


IM Net-work: AOL 
-jM Users: 


IM 


= Redacted by the Permanent 
Subcommittee on investigations 


participant=bh^ 

participant-'^B 


IM Dialog : 


Wednesday, January 25, 200S 1 
Wednesday, January 25, 2008 1 
Wednesday, January 25, 2006 


.•-51:33 fM EST Brian Hunter started conversation. 

33 EST entered the conversation. 

.;51;33 EM ES'T Briai^iuncer: IM Administrator: NOTE: This 
orded and the recording is the sale property of Amaranth. 

Wednesday, January 25. 2006 1:51:33 m EST Administrator: NOTE: This session 

is recorded and the recordina is the sols p^^ert^ of Amaranth. 

’Wednesday, January 25. 2006 1:51:33 IM EST hello Wednesday, Janu ary 25, 2 006 

.^:51:41 FM EST Brian Hunter: yo Wednesday, January 25, 2006 1:61:56 FM nice 

isnt it Wednesday, January 25, 2006 1:52:01 CTl EST Brian Hunter: yeah Wednesday, January 
25, 2006 1:52: 05 PM EST Briar. Hunter; all good last few days Wednesday, January 25, 2006 
1;52;10 PM should j say ice Wednesday, January 25, 2006 1:53:12 PM EST 

Brian Hunter; don’t get it Wednesday, January 25, 2006 1:53:23 ?M EST Brian Hunter: too 
subtle Wednesday, January 25, 2006 1:53:48 PM EST Brian Hunter: simple Canadian boy 
doesn't get all that new fangled Texas humour Wednesday, January 25, 2006 1:53:59 PM EST 
bids coming back in 6/lG Wednesday, January 25, 2006 1:54:31 PM EST Brian 
Hunter: yeah Wednesday, January 25, 2006 1:54:35 ?M EST Brian Hunter: TXU out in CallO 
Wednesday, January 25, 2006 1:54:41 EM EST Brian Hunter: sweet Wednesday, January 25, 2006 
1:54! 4" ? PM E.ST B rian Hunter: no one wants to tough him Wednesday, January 25, 2006 1:54:58 
PM people finally realizing jv6 should not be premium to jvT Wednesday, 

Januar^25^20^ 1:55:18 PM EST Brian Hunter: its hard on that WecLnesday, January 25, 2006 
1:55:28 PM EST Brian Hunter: v*en resld for the same spread is like 7C cents lower 
Wednesday, January 25, 2006 1:55:31 PM EST Brian Hunter: in jv6 Vfednesday, January 25, 

2006 1:55:38 PM EST Brian Hunter; jv xh out Wednesday, January 25, 2006 1:55:41 FM EST 
Brian Hunter: H.J out Wednesday, January 25 , 2006 1 :55:42 PM EST Brian Hunter: all good 
Wed.nesday, January 25, 2006 1:56:01 EM EST summer winter 200 in Jan WOW 

Wednesday, January 25, 2006 1:56:16 PM EST SrianH^tec: 1650 end Mar will do that 
Wednesday, January 25, 2006 1:56:20 IM EST Brian Hunter: at 9.00 summer gas Wednesday, 
January 25, 2006 1:56:30 FM EST Brian Hunter: everyo.ne has huge put bets .in Oct Wednesday, 
January 25, 2006 1:56:38 EM EST Bria.n Hunter: I am. thinking they might not get what they 
are looking for Wednesday, January 25, 20C6 1:56:4 6 PM EST Brian Hunter: might go down uch 
earlier Wednesday, January 25, 20C6 1:57:19 PM EST i think so too, we are going 

to overshoot in the next few weeks Wednesday, January 25, 2006 1:57:37 PH EST ^ 
guys around here getting way too comfortable being short Wednesday, January 25* 

1:57:37 PM EST Brian Hunter; one of those things Wednesday, January 25, 2006 1:57:45 PM 
EST Brian Hunter: H in cash can get real messy Wednesday, January 25, 2006 1:57:45 PM EST 
Brian Hunter: but wwe go under resid Wednesday, January 25, 2C06 1:57:53 PM EST Brian 
Hunter: ethane Wednesday, January 25, 2006 1:69:01 PM EST Brian Hunter: and :NG should 
suck Wednesday, January 25, 2006 1:58:05 PM EST Brian Hunter: just to stop getting to 3.4 
Wednesday, January 25, 2006 1:53:17 PM EST Brian Hunter: but everyone forgets industrial 
demand increase Wednesday, January 25, 2006 1:58:24 .=M EST Brian Hunter: could be strong 
into winter Wednesday, January 25, 2006 2:02:41 PM EST MgnjMh also saw some cal 10 
sellers today unwinding spreads against crude 


CONFIDENTIAL TREATMENT REQUESTED 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Thursday, April 13, 2006, 3:13:30 PM 


- Redacted by the Permanent 
Subcomm ittee on I nvestigations 


1 was going to mention that there seems to be a lot of sell side in 9-15 right now really 
moving spreads back there 


Brian Hunter: yeah 

Brian Hunter: tons of deals lined up 

Brian Hunter: I have had three banks call looking for a direct bid out there 


: same size seller as the 8,9,10 


Brian Hunter: 1 thinking there or a few diffemet deals 
Brian Hunter: 40-60 lots not including TXU 
Brian Hunter: 40k-60k 


banks are going to choke on it 


Brian Hunter: no one to take risk out there 
Brian Hunter: and lots of spec shorts still in Cal7 
Brian Hunter; CL is a monster 

Brian Hunter: I like these rallies tohugh - drive up ql07 
Brian Hunter: H/J’s in the back are monstrous 



yeah they have really performed well 
summer winters as well 


Brian Hunter: Bo’s attempt to sel in H8/j8 hasn’t worked 



not a bit 

that has been tryed twice now, berke earlier this year now him 
i dont think you see that again 


Brian Hunter: Toot is long 
Brian Hunter: so that’s good 
Brian Hunter: ensured of big settles 


some of our guys have turned dark on vf 


Brian Hunter: really 
Brian Hunter: why is that 


they puked it out in the 60s at quarter end 
bought it back at 300 


Brian Hunter: yeah 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


|: and puked it out again today 


Brian Hunter; that squeeze really hurt some people 
Brian Hunter: Its one number 


- Redacted by the Permanent 
Subconvnittee on Investigations 


they should just stop looking at it so much 


Brian Hunter; 4 week averages and 3 week averages are still more bearish YoY vs weather 
Brian Hunter; LNG starting to pick up 

Brian Hunter: and Canada goign to be an exporting mahie in two months 


what do you think about crude does it keep going 


Brian Hunter: Phirbo gusy love it 

Brian Hunter; I think it willstay strong 

Brian Hunter: ql07 will keep getting pulled higher 

Brian Hunter; winter demand will be very big at this price level to CL 

Brian Hunter: fronts 

Brian Hunter; different story 


are completely dislocated in the summer switching done need to price lower to 
stimulate demand 


Brian Hunter: yeah 

Brian Hunter: Canada building very big 
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From: 

Sent 

To: 

Subject: 


vvindo^^^dmin@atn3^anthBc com 
Thursday, Aprfl 13. 2006 3:14 PM 
amaran1h.dom@amarar)lh.digitalsafe.net 

SUBJECT: CONVERSATION PARTICIPANTS = BHUNTER@AMARANTHLLC.COM; 


.rk: AOL IK 


= Redacted by the Permanent 
Subcommittee on Investigations 


.cipant=b hunter@a 3 

. c i p a n c = ’UmillPIII 


irarithllc-coi 


"hunte rasaranth " 


IK Dia.log: 

Thursday, April 13, 20G6 3:13:30 FM EOT started conversation. 

Thursday, April 13, 2006 3:13:30 PM EDT has entered the conversation. 

Thursday, April 13, 2C06 3:13:30 PM EDT dHHb i going to mention that there seems 
to be a lot of sell side in 9-15 right movi.ng spreads back there Thursday, 

April 13, 2006 3:13:54 ftl EDT Brian Hunter: yeah Thursday, April 13, 2006 3:13:59 PM ZDT 
Brian Hunter: tens of deals lined up Thursday, April 13, 2006 3:14:14 PM EDT Brian Hunter: 
I have had three hanks call looking for a direct bid out there Thursday, April 13, 2006 
3:14:14 ?M EDT same size seller as the 8,9,10 Thursday, April 13, 2006 3:14:32 

PM EDT Brian Ku^^^^^^thin.king there or a few diffemet deals Thursday, April 13, 2006 
3:1-1:46 PM EDT Brian Hunter: 40-60 lots not including TXU Thursday, April 13, 2006 3: 14 :54 
PM EDT Brian Huntor: 4Ck-60k Thursday, April 13, 2006 3:15:14 EM '“^nks are 

geinq to choke on it Thursday, .April 13, 2C06 3:15:29 PM EDT Brian Hunte^^io one to take 

risk out there Thursday, April 13, 2006 3:15:37 KH EDT Briar. Hunter: and lots of spec 

shorts still in Call Thursday, April 13, 2006 3:15:47 PM EDT Brian Hunter: CL is a monster 

Thticsday, April 13, 2096 3:15:59 PM EDT Brian RunCer: I like these rallies tohugh - drive 

up ql07 Thursday, April 13, 2006 3:16:09 PM EDT Br.iai^|unter: H/J's in the back are 
monstrous Thursday, April 13, 2006 3:16:30 PM EDT flHilB|||(ysah they have really 
performed well Thursday, April 13, 2006 3:16:42 PH EDT 9||||HB^ summer winters as well 
Thursday, April 13, 2006 3:16:49 PM EDT Brian H unter: B c^^atttempt to sel in H5/j8 hasn't 
worked Thursday. Apr il 13, 2 906 3:16:54 EM ^ Thursday, .April 13, 

2006 3il7:31 PM EDT umBiiiiliiii^ that has been tryo^twi eg now, berVe earlier this year now 
him Thursday, April 3:17:53 PM i dont think you see that again 

Thursday, April 13, 2006 3:17:56 PM .EDT Bria^^Wen Toot is long Thursday, April 13, 

2006 3:17:58 PM EOT Brian Hunter: so that’s good Thursday, April 13, 2006 3!lSi02 PM EDT 
Brian Hunter: ensured of big sorties Thursday, April 13, 2006 3:19:07 PM EDT 
some of our guys have turned dark on v£ Thursday, April 13, 2006 3:19:26 PM ED^Br^m 
Hunter: really Thursday, .April 13, 2006 3:19:28 PM EDT Brian Hunter: why is that Thursday, 
April 13, 2006 3:19:30 PM EDT they puke d it out in the 60s at quarter end 
Thursday, April 13, 2006 3 : 1 9 bought it back at 300 Thursday, April 
^^20^ 3:19:38 RH EDT Briar. Hu.ntet: y^^T^urscay, April 13, 2006 3:19:46 EM EDT 

and puked it again today Thursday, April 13, 2006 3:19:49 EM EDT Brian Hunter: 
that squeeze resily hurt some people Thursday, April 1 3, 2006 3 :20:01 PM EDT Brian Hunter: 
Its one number Thursday, ^ril 13, 2006 3i20:01 PM they should just stop 

looking at it so much Thursday, April 13, 2006 3 :20: 17 H^tD^Brian Hunter: 4 week 
averages and 3 week averages are still more bearish ToY vs weather Thursday, April 13, 

2006 3:20:22 PM EDT Brian Hunter: LN6 starting to pick up Thursday, April 13, 2006 3:20:36 
PM EDT Brian Hunter: and Canadaqoio^to be an exporting mahie in two months Thursday, 
April 13, 2006 3:22:54 PM EDT^H^^^: want do you think about crude does it keep going 
Thursday, April 13, 2006 3:24 :24 PM EDT Brian Hunter: Phirbo gusy love it Thursday, April 
13, 2006 3:24:29 PM EDT Brian Hunter: I think it willstay strong Thursday, April 13, 200S 
3:24:38 PM EDT Brian Hunter: ql07 will keep getting pulled higher Thursday, April 13, 2006 
3:24:52 PM EDT Brian Hunter: winter demand will be very big at this price level to CL 
Thursday, April 13, 2006 3:25:36 ?M EDT Brian Hunter: fronts Thursday, April 13, 2006 
3iZS^^^-i EDT Brian Hunter: different story Thursday, April 13, 2006 3:26:52 PM EDT 

we are ccmplerely dislocated in the summer switching done need to price lower to 


CONFIDENTIAL TREATMENT REQUESTED 
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stimulate deriead Thursday, .^ril 13, 20G6 3:27:22 EDT Brian Hunter: yeah Thursday, 
April 13, 2006 3:27:29 rfl £DT Brian Hunter: Canada building very big 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0592669 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messa 2 es and 
E-mails Obtained from Amaranth LLC 


Thursday, April 27, 2006, 2:35:21 PM 


Brian Hunter: Freaking Kerr Mcgee 
Brian Hunter: such a grat day out the door 
Brian Hunter: I love ql07 NG 
Brian Hunter: to bad people hate v/f 


doubt you had that bad of day 


Redacted by the Permanent 
Subcommittee on ]nves!iptiQns 


Brian Hunter: still good day 

Brian Hunter: but was glorious until front fropped 20 cents and v/f didn’t move 

Brian Hunter: sigh 

Brian Hunter: producer selling 



true 

,: we had custy interest as well in 8 that didnt get done, tomorrow maybe 
: sell side 


Brian Hunter: NG is the most skittish market about buying when produer come in 
Brian Hunter: cal7 feels so imbalanced 
Brian Hunter: producers have unloaded 

S the summer winters are amazing 
printing money 


Brian Hunter: that’s all good 


: so good 


Brian Hunter: 7/10 coming in and I am making $$ 
Brian Hunter: beauty 



i know its stunning i love it 
my best month this year 


Brian Hunter: yeah me too 

Brian Hunter: APril was outrageous 

Brian Hunter: i actaully had to reduce positions 

Brian Hunter: since fud getting nervous 
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From: 

Sent 

To; 

Subject 


wjndov^dmin@amaranthlic.ccMn 
Thureday. April 27. 20062:35 PM 
amaranth.dom@amaranth.di^(aisafe.net 

SUBJECT: CONVERSATKDN PARTiClPANTS s "HUNTERAMARANTH"; 


IM Network : AOL IM 
IM Users; 


parti.ciparit=" huiite raiDaranth'* 
p a r t i c i p a n c ^llllllllllltt " 




= Redacted by the Permanent 

.'tinbcommitte*- 1nvestigation5_ 


Thursday, April 21, 2006 2:35:21 PM EDT Brian Hu nter started conversation. 

Thursday, April 21, 2006 2:35:21 PM EDT IHillBlIll^has entered the conversation. 

Thursday, April 21, 2006 2:35:21 IM EDT Briar^Hunter: Freaking Kerr Mcgee Thursday, April 
27, 2006 2:35:21 IM EDT Brian Hunter: IM Administrator: NOTE: This session is recorded and 
the recording is the sole property of Amaranth. 

Thursday, April 27, 2006 2:35:21 IMEDT^^mH^: IM Administrator: NOTE: This session is 
recorded and the recording is the sole prop^^Tof Amaranth. 

Thursday, Aprii 27, 2006 2:35:23 EM EDT This conversation is being 

recorded . 

Thursday, .April 27, 2006 2:35:28 IM EDT Brian Hunter: such a grat day out the door 

Thursday, April 27, 2006 2:35:41 ad EDT Brian Hunter: I love ql07 NG Thursday, April 27, 

2006 2:35:47 IM EDT Brian Hunter: to bad people hate v/£ Thursday, April 27, 2006 2:36:17 
IM ^ doubt you had that bad of day Thursday, April 27, 2006 2:36:51 PM EDT 

Brian Hunte^^still good day Thursday, April 27, 2006 2:37:06 PM EDT Brian Hunter: but was 
glorious util front Cropped 20 cents and v/f didn't move Thursday, April 27, 2006 2:37:00 
?M EDT Brian Hunter: sigh Thursday, April 27, 2006 2:37:12 PM EDT Brian Hunter: producer 
selling Thursday, April 27, 2006 2:37:14 PM EDT true Thursday, April 27, 2006 

2:37:44 EM EDT we had custy interest 3 that didnt get done, tomorrow 

maybe Thursday, 7\prii 27, 2006 2:37:53 PM EOT sell side Thursday, April 27, 2006 

2:37:59 EM EDT Brian Hunter: NG is the most skittish market about buying when produer come 
in Thursday, April 27, 2006 2:38:05 EM EDT Brian Hunter: calT feels so imbalanced 
Thursday, April 27, 2006 2:33 :21 PM ED T Brian Hunter: producers have unloaded Thursday, 
April 27, 2006 2;38 ;29 PM ED TBB^^^= the summer winters are amazing Thursday, April 27, 
20C6 2:38:35 EM EDT(KP(JJ|^ pcintTng money Thursday, April 27, 2006 2:30:37 ?M EDT Brian 
Hunter; that’s all good Thursday, A^rll 27, 2006 2:39:40 PM EDT schlencl: sc good 
Thursday, April 27, 2006 2:38:49 EDT Brian Hunter: 7/10 coming in and I am making SS 
Thursday, April 2 7, 200 6 2:39:00 PH EDT Brian Hunter: beauty Thursday, April 27, 2006 
2:3 9:00 PM E DT i know its st'unning i love it Thursday, April 27, 2006 2:39:12 IM 

EDT m^^es^Tonth this year Thursday, April 27, 2006 2:39:32 PM EDT Brian 

Huntei^^Sir me too Thursday, April 27, 2006 2:39:39 PM EDT Brian Hunter: APril was 
outrageous Thursday, April 27, 2006 2:39:45 IM EDT Brian Hunter: 1 actauliy had to reduce 
positions Thursday, April 27, 2006 2:39:51 Rd EDT Brian Hunter: since fud getting nervous 


CONFIDENTIAL TREATMENT REQUESTED 
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Permanept Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


= Redacted by the Permanent 

Thursday, April 27, 2006, 2:40:26 PM s ubcommittee nn Tnveslieations 

e this year is shaping up in a very interesting way 
a lot of opportunity 
keep you head straight 

Brian Hunter: jv7 so under resid 
Brian Hunter: that will never last 



agree 

what do you think about these k/v spreads out the curve so well bid 
41 cents in 7 


Brian Hunter: dunno 

Brian Hunter: I usually have some on anyways 
Brian Hunter: since I like those wider 
Brian Hunter: HOWEVER 

Brian Hunter: this winter is so discounted from demand standpoint 


|: i’ve got a bit on but i 
I want no part of it 


’ll dump it quick once we start to tighten 
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From: 

Sent 

To: 

Subject: 


IM Network: AOL IM 
IM Users : 


wir)dawsadrnin@amararTthttc.com 
Thursday, April 27, 2006 2:40 PM 
amaran^.dom@amaranth.<£gi1ai6afe.net 

■ ■ CONVERSATION PARTICIPANTS = BHUNTER@AMARANTHLLC,COM; 


■ by the Permanent 

inn, nn InvefligaliOhL- 


par ticipant=bhuiiter8^arar. thllc.com 
p a r t i c i p an t ’j|||■|||||■|||[|[P 


"hunts ranaranth" 


IM Dialog : 


Thursday, April 27, 2006 2:40:26 FH EDT^|||||||HA started conversation. 

Thursday, April 27, 2006 2:40:26 PM EDT orK^^Rnter has entered the conversation. 
Thursday, April 27, 20C6 2:40:26 tW EDT^HB|||^: this year is shaping up in a very 
interesting way Thursday, April 27, a lot of opportunity 

Thursday, April 27, 2006 2:40:43 PM EDT straight Thursday, April 

27, 2006 2:40:51 EM EDT Brian Hunter: jv^^SiSer resid Thursday, April 27, 20C6 2:40:56 
EM EDT B rian Hunter: that will .never last Thursday, Apri l 27, 20 06 2:41:15 PM EDT 

agree Thursday, April 27, 2006 2:42:01 PM EDT '''hat do you think about 

these k/v spreads out the curve so well bid Thursday, Apr^^^^^2006 2:42:28 EM EDT 
f/ilg/glk'- *51 cents in 7 Thursday, April 27, 2006 2:42sS2 PM ECT Brian Hunter: dunno 
ThuSc^, April 27, 2006 2:43:03 EM EDT Brian Hunter: I usually have some on anyways 
Thursday, April 27, 2006 2:43:03 PM EDT Brian Hunter: since I like those wider Thursday, 
April 27, 2006 2:43:12 PM EDT Brian Hunter: HOHEVER Thursday, April 27, 2006 2:43:35 PM 
EDT Brian Hunter: th is winte r is so discounted from demand standpoint Thursday, April 27, 
2006 2:46:42 EM EDT I've got a bit on but i'll dump it quick once we start to 

tighten Thursday, Ap^^2^^ 2006 2:46:53 EM ^^7 ||||||||||||||^ want no part of it 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0593297 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Tuesday, May 9, 2006, 1:30:14 PM 


: you around 


Brian Hunter; yeah 


what u think about this spread action 
I u/v/x fly has really come in 


Brian Hunter; yeah 

Brian Hunter: we are buyer at .5 

Brian Hunter; a few people got screwed on that 


= Redacted by the Permanent 
Subcommittee on Investigations 


■ v-f is behaving a bit scared 

we have been buying some keeps going in our face 
i dont know though 
7/8 is bid 
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From: 

Sent: 

To: 

Subject; 


IM Netwc 
IM Users 


AOL IH 


windowsadmin@amai3n1hBc.coin 
Tuesday, May 09, 2006 1:30 PM 
amaranth. (lom@amaranth.cfiBitaisafe.net 

SUBJECT; CONVERSATION PARTIC1PW4TS = BHUNTER@AMARANTHLLC.COM; 



= Redacted by the Permanent 
Subcommittee on Investigations 


par* icipant^bhunte rSaraaranthllc .com "bunteramaranth" 
p a r t i c 1 p a r. t '’llPlllllimillllljl 
:H Dialog: 

Tuesday, May 09, 2006 1;30;14 PK EDT Brian Hunter started conversation. 

Tuesday, Hay 09, 2006 1:30:14 PM has entered the conversation . 

Tuesday, .May 09, 2006 1:30:14 PM EDT sKal^HuntGr: IK Adniinist rator : NOTE: This session is 

recorded and the recording is the sole property of Amaranth. 

Tuesday, May 09, 2006 1:30:14 PK EDT IM Administ rator ; NOTE; This session is 

recorded and the recording is the sole oroparty of A-maranth. 

Tuesd ay. May 09, 2506 1: 30:14 W UMlillh arou.nd Tuesday, May 09, 2006 1:30:16 FK 
EDT Thus ccnversa^^i^^^^belng recorded. 

Tue3da9^^^19^U0^^34:17 FM EDT Brian Hunter; yeah Tuesday, May 09, 2006 1 :34:24 PM 
EDTBflilpH^ what u think about this spread action Tuesday, May 09, 2006 1:34:38 ?M EDT 
fly has really come in Tuesday, Ifay 09, 2006 1:34: 52 PM EDT Brian Hunter: 
yeah Tuesday, May 09, 2006 1:34:59 PM EDT Brian Hunter: we are buyer at .5 Tuesday, May 
09, 2006 1:35:05 IK EDT Brian Hunter: a few people got screwed on that Tuesday, May 09, 
2006 1 :35:50 PM ^||||||||||||||||^^ v-f is behaving a bit scared Tuesday, May 09, 2006 1:36:39 
PM EDT have been buying seme keeps going in our face Tuesday, Hay 09, 2006 

1:37:49 i dont know though Tuesday, Hay 09, 20C6 1 :38:20 PM EDTa|B|||B||||||^ 

7/C is bid 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0594036 
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Permapept Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Wednesday, May 10, 2006, 3:11:31 PM 

Brian Hunter; natural 
Brian Hunter: good lord 



Brian Hunter: just natural 

Brian Hunter: god some of these guys on HJ is ugly 
Brian Hunter: poor Bo 

li hadnt seen the settles yet 
i gotta admit i am sturmed by the hjs 
luv the vz’s though 



, = Redacted by the Perniaacnt 
e„i. „inee (in Investigations. 
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From: 

Sent 

To: 

Subject 


ytindovtisadmin@amaranthftc.com 
Wednesday, May 10. 2006 3:12 PM 
amaranth.dom@am«anth.digii^safe.net 

PARUCtP-WTS = BHUNTER@AMARANTHLLC.COM; 



IM Network: AOL IM 
IM Users : 


participant^ bhuntergam ararithli 
p a r 1 1 c i p ap. t = lfl|||||||H||Ht 


''hunteraaiaranth" 


= Redacted by the Permanent 
Subcommittee on Investigations 


Wednesday, May 10, 2006 3:11:31 EM EDT B rian Hu nter started conversation. 

Wednesday, May 10, 2006 3:11:31 IM EDT ■jimH^has entered Che conversation. 

Wednesday, May 10, 2006 3:11:31 EM EDT Bria^Hunter : IM Mministrator; NOTE: This session 
is recorded and Che recording is the sole property of Amaranth. 

Wednesday, May 10, 2006 3:11:31 EM EDT IM Adoinist rator ; NOTE: This session is 

recorded and the recording is the sole prop^^^ of Amaranth ■ 

Wednesday, May 10, 2006 3:11:31 PM EDT Brian Hunter: natural Wednesday, May 10, 2006 
3:ll'.3i PM This conversation is being recorded. 

Wednesday, May EDT Brian Hunter: good lord Wednesday, May 10, 2006 

3:11:00 PM EDT up Wednesday, May 10, 2006 3:20:‘jl PM EDT Brian Hunter: 

just natural Wednesday, May 10, 2006 3:20:51 EM EDT Brian Hunter: god some of these guys 
on H.J is ugly WednesdayjHH||k, 2006 3:20:53 PM EDT Brian Hunter: poor Bo Wednesday, May 
10, 2006 3:21: 03 W EDT i hadnt seen the settles yet Wednesday, May 10, 2006 

3:21:28 PM EDT i gotta admit i am stunned by the hjs Wednesday, May 10, 2006 

3:22:13 PM EDT vz's though 


CONFiDENTiAL TREATMENT REQUESTED 


AALLC_REG0594261j 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Thursday, May ] 1, 2006, 3:39:49 PM 


i get ready for the bear icon 


4:09:54 PM 


= Redacted by the Permanent 


Brian Hunter: yeah 
Brian Hunter: its nuts though 


4:12:27 PM 



lots of cal spread haters 
you feel that 


Brian Hunter: yeah 

Brian Hunter: all form sumemr winter 

Brian Hunter: k/v are spectatualr 


bo’s trying the other way now 


Brian Hunter: all those k/fs from way back when are scary large 



selling hj didnt go so well 


Brian Hunter: no 



yeah 

u think the vf gets a bit sticky here for a while? 


Brian Hunter: actually not really 

Brian Hunter: CL very strong 

Brian Hunter: ALOT of people sloping out 



seems that way to me, cant figure out where all the gas goes as we move through 
3b/d surplus 

1 std weather is about .5/d 

industrial isn’t going to pick up that much 


Brian Hunter: no 

Brian Hunter; there is nothing untl coal 
Brian Hunter: we should see 2 or 3 100+ builds 
Brian Hunter: late may early June 
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From: 

Sent 

To: 

Subject 


wir>dcmsadmin@amara nthlto.com 
Thursday, May 11. 2006 3:40 PM 
amaranth.dom^amaranth.digitaisafe.net 

SUBJECT: CONVERSATION PARTICIPANTS * “HUNTERAMARANTH"; 


IM Natwork: AOL IM 
IM Usars: 

participaiit="hunt^^iaranth" 
p a r t i c i p an t 

IM Dialog: 

Thursday, May 11, 200S 3:39:49 EM EDT Briai^^nter started conversation. 

Thursday, May 11, 2006 3:39:49 EM £DT has entered the conversation. 

Thursday, May 11, 2C06 3:39:49 EM EDT Brian Hunter: IM Administrator: NOTE: This session 
is recorded and Che recording is the soleproperty of Amaranth. 

Thursday, May 11, 2006 3:39:49 EM EDTUltH^ IM Administrator : NOTE; This session is 
recorded and the recording is the sol e^ propert y of Amaranth. 

Thursday, May 11, 2006 3:39:49 EM ready for the bear icon 


= Redacted by the Permanent 
SubcoTTirnittee on Investigations 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0619569 
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From; 

Sent 

To; 

Subject 


wndciwsadmin@amamn(t^.cOfn 
Thuredsy, May 11, 2006 4:10 PM 

arTTararrth.dom@amar8nBi-di g t atea fe.net j 

SUBJECT: CONVERSATtON PARTtCtPANTS = “HUNTERAMARANTH“:I 


IM Network: AOL IM 
IM Users: 


p a r t i c i p an t = " hunterama r an t h " 
p a r 1 1 c ip an t 

IM Dialog: 

Thursday, May 11, 2006 4:09:54 H4 EDT Brian Hun ter started conversation. 

Thursday, May 11, 2006 4:09:54 EDT ^HHHI^has entered the conversation. 

Thursday, May 11, 2006 4:09:54 PM ZDT "Brian Hunter: IM Adoinistrator : NOTE: This session 
is recorded and the recording is the s ole prope rty of .Amaranth. 

Thursday, May 11, 2006 4:09:54 FM EDT IM Administrator: NOTE: This session is 

recorded and the recording is the sole property of Amaranth. 

Thursday, May 11, 2006 4:09:54 PM EDT Brian Hunter: yeah Thursday, May 11, 2006 4:09:56 M 
EDT Brian Hunter: its nuts though 


= Redacted by the Permanent 
Subcommittee on Investigations 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG06 19580 
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From: 

Sent: 

To: 

Subject: 


windcNraadmin^amaranthilc.com 
Thursday, May 11. 2006 4:12 PM 
amaranth. ck)m@amaranth.digitalsafe .net 

SUBJECT: CONVERSATION PARTfCIPANTS = BHUNTER@AMARANTHLLC.COM; 


IM Network: AOL IM 
IM Users : 


~ Redacted by the Permanent 
: Subcommittee on Investigatiorts 


participant“bhanter@^aranthllc.ci 

part icipant’^^BHill^ 


1 "huitterarEaranth" 


Thursday, May 11, 2006 4:12:27 ?M EDT started conversation. 

Thursday, May 12, 2006 4:12:27 PM EDT .Brian Hunter has entered the conversation. 

Thursday, May 11, 2006 4 :12:27 PM lets of cai spread haters Thursday, May 

11, 2C06 4 :12:31 Rd EOT you feel that Thursday, May 11, 2006 4:12:35 PM EDT 

Brian Hunter: yeah Thursday, May 11, 2006 4:12:39 RH ED? Brian Hunter: ail form suraemr 
winter Thursday, May 11, 200^4^1^^^ HI EDT Brian Hunter: k/v are spectatualr Thursday, 
May 11, 2006 4:12:51 PM EDT ^ trying the other way now Thursday, May 11, 2006 

4:i3:Oi PM ED? Brian Hunter: all tho se k/f's from way back when are scary large Thursday, 

May 11, 20C6 4:13:03 HI EDT |mP: selling hj didnt go so well Thu rsday, May 11, 2006 

4:13:07 PM EDT Bria.n .Hunter: no Thurs day, May 11, 2006 4:13:08 PM EDT yeah 

Thursday, May 11, 2006 4:14:14 PM EDTJUHB: u think the vf gets a bit sticky here for 
a while? 


Thursday, May 11, 2006 4:15:09 PM EDT Brian Hunter: actually not really Thursday, May 11, 
2006 4:15:12 PM EDT Brian Hunter: CL very strong Thursday, May 11. 2005 4:15:17 PM EDT 
Brian Hunter: ALOT of people stoping out Thursday, May 11, 2006 4:16:29 PM EDT 
seems that way to me, cant figure out where the gas goes as we move through summer 

Thursday, May 1 1, 2006 4:17 : 10 R4 CDT 3b/d surplus Thursday, May 11, 2006 

4:17:27 P M 1 std weather is about .5/d Thursday, May 11, 2006 4:17:49 FM EDT 

industrial isn't going to pick up that much Thursday, Kay 11, 2006 4 :17:53 PM 
EDT Brian Hunter: no Thursday, May 11, 200*6 4:17:57 EM EDT Brian Hunter: there is nothing 
unti coal Thursday, May 11, 2006 4:13:05 ?M EOT Brian Hunter; we should see 2 or 3 lOO* 
builds Thursday, May 11, 20 06 4 ; 16;13 ?M EDT Brian Hunter: late may early June Thursday, 
May 11, 2006 4 : 20^0^R^DT congrats on getting Thursday, May 11, 2006 

4:20:32 ?M EDT HUBBS spoke to hum a couple of times on the phone, seems like a really 

good guy Thursday, May 11, 2006 4:20:51 EM very wall spoken Thursday, May 

11, 2006 4:21:42 JM EDT Brian Hunter: yeah Thursday, ^ay 11, 2006 4:21 :57 PM EDT Brian 
Hunter: it was a last minute pull the rug on him Thursday, May 11, 2006 4:22:07 EM EDT 

Brian Hunter: but I reallly think he is good Thursday, May 11, 2006 4:22:14 PM EDT Brian 

Hunter: I wanted to set you up with hiis Thursday, May 11, 2006 4:22:18 PM EDTB^^n 

Hunter: he was going somewhere else Thursday, 11, 2006 4:23:06 PK yeah, 

I kinda got excited after speaking to him butfl^would have been a tough move for me right 
now Thursday, May 11, 2006 4 ; 2 3; 16 PM ED T Brian Hunter: ahh Thursday, May 11, 2006 4:23:25 
PM EDT Brian Hu nter: I tohuqbt was a personal thing Thursday, May 11, 2006 

4:23:41 FM EDT lik^t^oo it at some point Thursday, May 11, 2006 4 :24:12 rW 

EDT Brian Hu nterTw^^T have an office there in a year Thursday, May 11, 2006 4:24:37 PM 
crushing it this year so going anyv^ere got very tough after 
March Thursday, May 11, 2006 4:24:45 PM EDT Brian Hunter: yeah Thursday, May 11, 2006 
4 :24:46 PM EDT Brian Hunter: I bet Thursday, May 11, 2006 4:26:44 PM gotta 

go look at a RR sport for my wife now, later Thursday, May 11, 2006 4 :26:^^^^EDT 

women Thursday, Kay 11, 2006 4 :27:04 PM EDT Brian Hunter: haha Thursday, May 11, 

2oa^^^27;04 EDT Brian Hunter: nice 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0619592 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant lV[essa 2 es and 
E-mails Obtained from Amaranth LLC 


Friday, May 12, 2006, 2:53:35 PM 



that was fun 


Brian Hunter: yeah 

Brian Hunter: alot of v/f hater still thogh 
Brian Hunter: H.J in front gve 
Brian Hunter: but man backs are soft 


..Redacted by the Permanent 

„ ,ee on invesjaauoni. 



we sold SO much this morning 
and last night 


Brian Hunter: nice - Monday might pop a little 
Brian Hunter: everyone knew cash gonna stink this AM 



forecast coming a bit warmer 


Brian Hunter: yeah 



: happy either way, covered a lot of the outrights, VF haters yes but I still like 
j: you are right about the cals 
; producers relentless 


Brian Hunter: no kidding 
Brian Hunter: its unreal 


we are even seeing it and we normally suck with that part of the market 
: origination i mean 


Brian Hunter: yeah 



you usually tell me about it before my orig guys know 


Brian Hunter: there is a ton of prod selling 



:-D 


Brian Hunter: hahahaha 
Brian Hunter: it will end 

Brian Hunter: there are always out in spring and winter 
Brian Hunter: selling away 



after he buries me with it 


Brian Hunter: need to RFP’s to get hot and heavt 
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Permaaent Subcommittee oa Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 




:yes 

- ^cQdcted by the Permanent 
gul’conimittee on Investigate,., 


Brian Hunter; hahahaha 
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From; 

Sent 

To: 

Subject; 


IM Network: AOL IM 
IM Users: 


windciwsadmin@amaranthnc.com 
Friday, May 12. 2006 2:54 PM 
amaranth.dom@amaranth.dytatsafe.net 

fiONVERSATIOM PARTICIPyy^TS = 


BHUNTER@AMARANTHLLC.COM; 


m = Redacted by the Permanent 
Subcommittee on Investigations 


part icipant-^ bbunt erg am aranthllc.coM "hunteramaranth" 
participant = fmHi|^' 

IM Dialog; 

Friday, May 12, 2006 2:53:35 PM EDT Brian Hu nter started conversation. 

Friday, May 12, 2006 2:53:35 IM EOT has entered the conversation. 

Friday, May 12, 2006 2:53:35 IM EDT Brian Hunter: IM Adr.inistracor; NOTS: This session is 
recorded and the recording is the so le pr operty o£ Amaranth. 

Friday, May 12, 2006 2:53:35 IM EDT IM Administrator: NOTE; This session is 

recorded and the recording is the sole property of Amaranth. 

Fridav. May 12, 2006 2:53:35 PM EDT |||H|^i that was fun Friday, May 12. 2006 2:55:05 EM 
EDT Brian Hunter; yeah Friday, May 12, 2006 2:55:11 PM EDT Brian Hunter: alot of v/f 
hater still thogh Friday, May 12, 2006 2:55:16 PM EDT Brian Hunter; H.J in front gve 
Friday, May 12, 20C6 2:55:22 IM EDT Brian .Hunter; but man backs are soft Friday, May 12, 
20C6 -DT we sold SO much this morning Friday, May 12, 2006 2:55:44 PM 

EDT mHilk and las^Tig^ Friday, May 12, 2006 2:55:50 PM EDT Brian Hunter: nice - 
Monday might pop a little Friday, May 12, 2006 2:55:59 PM ED T Brian Hu nter: everyone knew 
cash gonna stink this AM Fridav, May 12, 2006 2:56:17 PM EDT forecast coming a 

bit warmer Fri day, May 12, 2006 2:56:59 PM EDT Brian Hunter: yeah Friday, May 12, 2006 
2:56:52 PM bappy either way, covered a lot of th e outrights, VF haters yes 

but I still like Friday, May 12, 2006 2: 59:09 PM E DT you are right about the 

cals Friday, May 12. 20C6 2:59:1“ PM producers relentless Friday, May 12, 

2006 2:59:23 PM EDT Brian Hunter: no kiddTn^trioay, May 12, 2006 2.'59;25 PM EDT Brian 
Hunter: its unreal Friday, May 12, 2006 2:59:52 FM CCTM||M|||||H||^we are even seeing it and 
we norma lly suck with that part of the market Friday, 3:00:00 PM EDT 

origination i mean Friday, t4a^l2, 2006 3:00:14 PM EDT Brian Hunter: yeah 
Friday, May 12, 2006 3:00:29 IM ED?flHIIM|^ you usually tell'me about it before my orig 
guys know Friday, May 32, 2006 3:00:32 IM EDT Brian Hunter: there is a ton of prod selling 
Friday, Kay 12, 2006 3:00:43 IM :-D Friday, May 12, 2006 3:00:50 PM EDT 

Brian Hunter: hahahaha Friday, May 12, 20C6 3:00:54 FM EDT Brian Hurster: it will and 
Friday, May 12, 2006 3:01:00 IM EDT Brian Hunter; there are always out in spring and 
winter Friday, M ay 12, 2006 3:01 :05 PM EDT Brian Hunter: selling away Friday, May 12, 2006 
3:01:06 FM EDT efter he buries cne with it Friday, Hay 12, 

2006 3;01:13 Bri an .Hunter: r.ee^t^KcP's to cet hot and heavt Friday, May 12, 2006 

3:01117 PM EDT yes Friday, May 12, 2006 3:01:20 ?M EDT Brian Hunter: hahahaha 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0619733 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Thursday, May 18, 2006, 11:12:53 AM 

why so much hate for vf 

Brian Hunter: no idea 

Brian Hunter: winter is awful cheap 

Brian Hunter: on a relative fuel basis 

Brian Hunter: v/f doesn’t have that much hate 

Brian Hunter: m/v 

Brian Hunter: that’s hate 

Brian Hunter: m/n tighter than cash/futures 


,: true 

,: vf is hedgers of cal7 
me thinks 


Brian Hunter: yeah 

Brian Hunter: need some consumers 

Brian Hunter: 1 month of cal7 sellig is screwinthg things 

Brian Hunter: hwoever - then why is h/j so offered 

Brian Hunter: if its hedgers then there would be bids yes? 


I = Redacted by the Permanent 
Subcommittee on Investigations 



i heard there was a power action in the east going out soon, buyers of gas 
: thats true 


Brian Hunter: yeah there was one Thusday 

IjHHB i’m confused by the hj but i think it doesn’t go much lower than 1 50 for now 


Brian Hunter: there will be alot of FRP’s soon 
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From; 

Sent 

To: 

Subject; 


Ihj Network: AOI. IM 
IM Users; 


windawsadmin@amarantWc.cam 
Thursday, May 18, 2006 11:13 AM 
amaranth dom@arnaranth.cigitaIsafe.net 


;T: CONVERSATiON PARTICIPANTS = BHUNTER@AMARANTHLLC.COM; 


I = Redacted by the Permanent 
^subcommittee on Investigations 


participant ^b huntergarr.a rarithllc.ci 
p a r t i c i p 3 n t = 


"hunteraica rantb " 


Th'Jrsday. May 16, 2036 11:12:53 AM EOT Brian Hunter started conversation. 

Thursday, May 18, 20C6 11:12:53 .W EOT has entered t.he conversation. 

Thursday, May 18, 2006 11:12:53 AM EOT Brian Hunter; IM Aebninist rator : NOTE: This session 
i.s recorded a.nd the recording as the sol^p^perty of Aoiarar.th. 

Thursday, May 13, 2006 11:12:53 AM TM Administrator: NOTE: This session is 

recorded and the recording is the sole property of Amaranth. 

Thursdav, May IB, 2006 11:12:53 AM EDTjBiBm: why so much hate for vf Thursday, May 19, 

2006 11:13:07 AM EOT Briar. Hunter; no idea Thursday, Key IB, 2006 11:13:17 AM EDT Brian 

Hunter: winter is awful cheap Thursday, May 18, 2006 11:23:21 AM EDT Brian Hunter; on a 
relative fuel basis Thursday, May 18, 2006 11:13:37 AM EDT Bria.n Hunter: v/f doesn't have 
that much hate Thursday, May 10, 2006 11:13:43 AM EDT Brian Hunter; m/v Thursday, May 18, 
2005 11:13:45 AM EDT Brian Hunter; that's hate Thursday, May 18, 2006 11:13:53 AM EDT 
Brian Hu nter: in.<'n tighter than cash/futures Thursday, May 18, 2006 11:13:59 AM ED? 
JHHlilllllll^k true Thursday, May IS, 2006 1 1:14:12 AM hedgers of call 

^!!ffs9ay. May 18, 2006 11:14:15 KH EDT me think^hursday. May 13, 2006 11:14:20 

•AM EDT Brian Hunter: yeah Thursday, May 16, 2006 11:14:25 AM ED? Brian Hunter: need some 
consumers Thursday, May 19, 2006 11:14:33 AM EDT Brian Hunter: 1 month cf call .seliig is 

screwinthg things Thursday, May 16, 2006 11:14:41 .AM EDT Brian Hunter; hwoever - then why 

is h/j so offered Thursday, May 18, 2006 11:14:54 AM EDT Brian Hunter: if its hedgers then 

there would be bids yes? 

Thursday, May 18, 200$ 11:35:02 AM i heard there was a po'we r action in the 

east going out soon, buyers of gas Thursday, May 13, 2006 11:15:27 AM EDTHHHI^III^ thats 
true Thursday, May IS, 2006 11:16:16 AM E DT Bri an Hunter: yeah there was one Thusday 
Thursday, Hay 16, 2006 11:16:16 AM EDT i'"'- confused by the hj but i think it 

doesn't go much lower than 150 for now Tnu^d^ May IS, 2006 11:16:22 AM EDT Brian 
Hunter: there will be alot of FRP's soon 


1 


CONFIDENTIAL TREATMENTREQUESTED 


AALLC_REGQ594728 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Thursday, May 18, 2006, 3:05:26 PM 



the vxz makes no sense to me 


= Redacted by the Permanent 
I Subcommittee on Investigations 


Brian Hunter: no neither - 
Brian Hunter: two reasons - both flimsy 
Brian Hunter: 1 . No one wants to be short Oct 
Brian Hunter: 2. Its max pain for market because of 1 . 



938 


From; 

Sent 

To: 

Subject 


windowsadmin@arnaranthUc.com 
Thursday, May 1 B, 2006 3:05 PM 
amaranth.dorn@aniaranth.^gttalsafs.net 

SUBJECT: CONVERSATION PARTJCIPANTS = "HUNTERAMARANTK’; 


IM Network: AOL IM 
IM Users i 


= Redacted by the Permanent 
Subcommittee on Investigations 


participant=’'hijnteramaranth* 
p a r t i c i p an t » !|[||0mi||| 

IM Dialog : 

Thursday, May 18, 2006 3:05:26 ?M EEfT Brian Hu nter started conversation. 

Thursday, May 10, 2006 3:05:26 IM entered the conversation. 

Thursday, May 18, 2006 3:05:26 PM EDT Brian Hunter: IM Administrator; NOTE; This session 
is recorded and the recording is the s^eproperty of Amaranth. 

Thursday, May 13, 2006 3:05:26 PM EDT IM Administrator: NOTE; This session is 

recorded and the recording is the sole property of Amaranth. 

Thursday, May 10, 2006 3:05:26 IM EDT the vxz fly makes no sense to me Thursday, 

May le, 2006 3:06:00 EW EDT Brian Hunter; no neither - Thursday, May 10, 200G 3:06:05 PM 
EDT Brian Hunter: two reasons - both flimsy Thursday, May 10, 2006 3:06:11 PM EDT Brian 
Hunter: 1. No one wants to be short Oct Thursday, May 19, 2006 3:06:25 EM EDT Brian 
Hunter: 2. Its max pain for market because of 1. 


CONRDENTIAL TREATMENT REQUESTED 


AALLC_REG0594831 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Wednesday, May 24, 2006, 11:22:02 AM 
Brian Hunter: hearing its sort of carnage out there 


= Redacted by the PermaneTit 
Subcommitlee on Investigations 


yeah, I’m feeling that as well, phys guys selling crap out of M/V 


Brian Hunter: yeah - 1 think alot of people have been stopped out 


feels like trading to close out no view 


Brian Hunter: Oct is looking awful low 
Brian Hunter: for hurricanes 

Brian Hunter: wintre and cal7 are the most interesting 


■ winter looks cheap cheap cheap 
7/8 spread?? 


Brian Hunter: its all squished 
Brian Hunter: hard to believe 



way to early to give up on caI7 


Brian Hunter: its all people rotating front to backs 

Brian Hunter: hearin lots of consumers coming in q3 and out today 


do you have nay thoughts on u/v 


Brian Hunter: I think it will go wider eventually 

Brian Hunter: but NG is hard to read 

Brian Hunter: cash is crap into bid week - except the hub 



i friggin’ hate treading water, didn’t like it as a kid don’t like it now 


12:55:16 PM 


in reference to earlier who is getting toe tagged these days 


Brian Hunter: what’s that 



you mentioned carnage 


Brian Hunter: see that dec is under resid now 
Brian Hunter: sheesh 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


I i didnt know that 


Brian Hunter: onlyql over 
Brian Hunter: and even that is close 


I - Redacted by the Permanent 


I in all seriousness how do you think people have done this year 
: in general 


Brian Hunter: I think this last week has made people give hack alot 



i have been stunned by the summer winters in the back 
cant figure out if the buying is people stopping out 
not complaining however 


Brian Hunter: no 

Brian Hunter: that stuff has saved me 

Brian Hunter: because front spreads obliterated me 

Brian Hunter: now out of alot fo everything 



let go of pretty much all my jv7/x7h8 and jv8/x8h9 


Brian Hunter: I ahve the latter 
Brian Hunter: not the former 
Brian Hunter: I still like red winter fixed price 
Brian Hunter: which has held well 


lit really has 


Brian Hunter: i gues it the only part of the market thats rational 

Brian Hunter: i heard Motherrock 

Brian Hunter: JPM 

Brian Hunter: and DB got really nutted 

Brian Hunter: we are still up this month 

Brian Hunter: but were up really big earlier 



bo took the jv8/x8h9 out 

i am doing pretty well this month but kinda more luck than brains 


Brian Hunter: mmours abound though 
Brian Hunter: everywhere 



short hj7 vs hjS made me a lot of money 
now im flat hj7 
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From: 

Sent 

To: 

Subject: 


wjndow6admin@amaran1Nic.com 
Wednesday. May 24. 2006 11:21 AM 
amaran1h.dom@amaranth.digitalsafe.net 

SUBJECT: CONVERSATION PARTiCIPANTS = BHUNTER@AMARANTHLLC,COM; 


IM Network: AOL IM 
IM U-^ers: 


= Redacted by the Permanent 
Subcommittee on Investi.^ations 


participant»bhunter0^aranthlic. 
p a r t i c 1 p a n t 


"hunterainaranth" 


IM Dialog : 

Wednesday, May 24, 2006 ll:21rl0 AM EDT JHHHBstarted conversation. 

Wednesday, May 24, 2006 11:21:10 AM EDT S rian Hun ter has entered the conversation. 
Wednesday, May 24. 2006 11:21:10 AM Fs8$(%'d ap crazy market Wednesday, Kay 

24, 2006 11:21:10 AM EDT Brian Hunter: IM Administrator : NOTE: This session is recorded 
and the recording is the sole property of Amarant h. 

Wednesday, May 24, 2006 11:21:10 AM EDTjBmHI IM Administrator : NOTE: This session is 
recorded and the recording is the sole property of Amaranth. 

Wednesday, May 24, 2006 11:21:39 .AM EDT Brian Hunters you are tell me Wednesday, Mey 24, 
2006 11:21:52 AM EDT Brian Hunter; we have done ok through this but not great Wed.nesday, 
May 24, 2006 11:22:02 AH EDT Brian Hunte r; hearing its sort of carnage out there 
Wednesday, May 24, 2006 11:23:09 AM EDT I'm feeling that as well, phys 

guys selling the crap out of M/V Wednesday, Kay 24, 2006 11:23:21 AM EDT Brian Hunter: 
yeah - I thi nk alot of people have been stopped out Wednesday, Hay 24, 2006 11:23:34 AM 
EDT feels like trading to close out no view Wednesday, May 24, 2006 11:23:43 AM 

EDT Brian Hunter: Oct is looking awful low Wednesday, May 24, 2006 11:23:51 AM EDT Brian 
Hunter: for hurricanes Wednesday, May 24, 2006 11:23:59 AM EDT Brian H unter; wintre and 
call are the most interesting Wednesday, May 24, 2006 11:24:05 *“ T JBmpp winter 
look.*! cheap cheap cheap Wednesday, May 24, 2006 11:24:20 AM EDT 

Wednesday, May 24, 2C06 11:24:41 AM EDT Brian Hunter: its all squished Wednesday, May 24, 
2006 11: 24:50 AM EDT Brian Hunter: hard to believe Wednesday, Kay 24, 2006 11:26:13 AM EDT 
way to early to give up on call Wednesday, May 24, 2006 11:21:03 AM EDT Briar. 
Hunter: its all pople rotating front to backs Wednesday, May 24, 2006 11:27:20 AM EDT 
Brian Hunter: he ajrin lot s of consumers coming in q3 and out today We±iesday, May 24, 2006 
11:27:49 AM EDT do you have any thoughts on u/v Wednesday, May 24, 2006 11:26:26 

AM EDT Brian Hunter; ! think it will go wider eventually Wednesday, May 24, 2006 11:23:32 
AM EDT Brian Hunter: but NG is hard to read Wednesday, May 24, 2006 11:28:39 AM EDT Brian 
Hunter^ca^ is crap into bid week - except the hub Wedne.'^day, May 24, 2006 11 :33:52 AM 
i frigcin' hate treading water, didn't li.ke it as a kid don't like it now 
Wednesday, May 24, 2006 11:34:01 AM EDT HBBHH 


CONFlDENTiAL TREATMENT REQUESTED 


AALLC_REG0595270 
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From: 

Sent 

To: 

Subject 


windoMisadmin@amaranthnc.coni 
Wednesday. May 24, 2006 12:55 PM 
amaranth.dom@aniarBnlh.ciigitaisafe.net 

SUBJECT: CONVERSATiON PARTICIPANTS = "HUNTERAMARANTH"; 


IM Network: 


AOL IM 


pan 

par: 




’’hunter aiciaranth" 



IK 




= Redacted by the Permanent 
Subcommittee on investigations 


Wednesday, May 24, 2006 12:55:16 

Wedr.esdav, May 24, 2006 12:55:16 

Wednesday, May 24, 2006 12:55:16 

is recorded and the recording is 
Wednesday, .May 24, 2006 12:55:16 

recorded and the recording is the sole property of Aaiaranth. 

'Wednesday, May 24, 2006 12:55:16 PM E:DT^||||m||ft in reference to earlier who is getting 
toe tagged these days Wednesday, May 24^20^^^^M55:33 PM EDT Brian Hunter: what's that 
Wednesday, May 24, 2006 12:56:09 PM EDT you mentioned carnage Wednesday, Hay 24, 

20C6 12:56:13 PM EDT Brian Hunter: see that dec is under resid now Wednesday , 2006 

12:56:17 ?M EDT Briar. Hunter: sheesh Wednesday, Hay 24, 2C06 12:56:36 PM EDT i 

didnt knew that Wednesday, May 24, 2006 12:56:49 PM EDT Brian Hunter; only ql over 
Wednesday, May 24, 2006 12:56:52 PM EDT Brian Hunter: and even that is close 'Wednesday, 

May 24, 2006 12:57:49 PM in all seriousn ess how do you think people have 

done this year Wednesday, Hay24^Z006 12:57:55 IM DDT io general Vtednssday, May 

24, 20C6 12:50:11 PH EDT Brian Hunter: I thi nk t his last week has made people give back 
alot Wednesday, May 24, 2006 12:59:24 ^ ha ve been s tunned by the svirmec 

winters in the back Wednesday, May 24, 2006 ca nt figure out if 

the buying is people stopping out Wednesday, May 24, 2006 1 :00:02 PM not 

complaining however Wednesday, May 24, 2006 1:00:07 EM EDT Brian Hunter: no I'tednesday, May 
24, 2006 1:00:12 PM F.DT Brian Hunter: that stuff has saved me Wednesday, May 24, 2006 
1:00:24 FM EDT Brian Hunter: becuase front spreads obliterated me Wednesday, May 24, 2006 
1:00:3 5 PK EDT Brian Hunter: now out of alot fo everything Wednesday, May 24, 2006 1:01:38 
PM EDT i let go of pretty much ail my jv7/x7hB and jv6/x8h9 Wednesday, May 24, 

2006 1;0::57 ?M F.DT Brian Hunter: I ahve the latter Wednesday, May 24, 2006 1:02:01 ?M EDT 
Brian Hunter: not the former Vtednesday, May 24, 2006 IsOE-.lO PM EDT Brian Hunter: I still 
like red winter fixed price Wednesday, May 24, 2 006 1:02: 15 FM EDT Brian Hunter; which has 
held well Wednesday, May 24, .?C06 1:02:23 PM EDT||mi|0k: it really has Wednesday, May 
24, 2006 1:02:46 R-( ED? Brian Hunter: I gues it the only part of the market thats rational 
Wednesday, May 24, 2006 1:05:39 PM SDT Brian Hunter: I heard Motherrock Wednesday, May 24, 
2006 1:05:41 PM EDT Brian Hunter: OfM Wednesday, Kay 24, 2006 1:05:46 PM EDT Brian Hunter: 
and DB got really nutted Wednesday, May 24, 2006 1:05:50 PM EDT Brian Hunter: we are still 
up this month Wednesday, May 24, 2006 1:05:57 P M EDT Br ian Hunter: but were up really big 
earlier Wednesday, May 24, 2006 I n ^ I i Ml I M bo took the jvS/x8h9 out 

Wednesday, May 24, 2006 1:00:02 FM EDT |■■||||■^lamdoing pretty well this month but 
kinda more luck than brains Wednesday, Ra^k^^2006 1:00:42 FM £DT Brian Hunter: rumours 
abound though Wednesday, Ma y 24, 200 6 1:00:44 PM EDT Brian Hunter: everywhere Wednesday, 
May 24, 2006 1:06:49 FM EDTAH|||||||||||ft short hj7 vs hjS made me a lot of money Wednesday, 
Hay 24, 2006 1:09:09 FM 


PM EDT Brian Hun ter started conversation. 

PM bas entered Che conversation, 

PM EDT Brian Hunter: IM Administrator : NOTE; This session 
the sole property of Amaranth. 

^ IM Administrator: NOTE: This session is 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0595301 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Thursday, May 25, 2006, 1 :10:30 PM 

Brian Hunter: you around 
Brian Hunter; I could use a pepe talk 
Brian Hunter: getting kiled today 
Brian Hunter: been ok until today 
Brian Hunter: but today is a mess 
Brian Hunter: what’s your phone number 


I = Redacted by the Permanent 
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From: 

Sent 

To: 

Subject: 


IM Network! AOL IM 
IM Users: 


windowsadfnin@amar»^^xom 
Thursday. May 2006 1:11 PM 
amaran1h.dom@amarar#).i^jita{safe.net 

DNVERSATION PARTICiPANTS = BHUNTER@AMARANTHLLC.COM; 


■ = Redacted by the Permanent 
Subcomminee on investigations 


part icipant= bhunter@ atta ranthlle.com "bunteramaranth" 
participanC~||||BIHHll^ 

IM Dialog: 

Thursday, May 25, 2C06 1:10:30 PM EDT Brian Hu nter started conversation. 

Thursday, May 25, 2006 1:1C;3C Rd EDT has entered the conversation. 

Thursday, May 25, 2006 1:10:30 JW EDT Brian Hunter: IM Administrator: NOTE: This session 
is recorded and the recording is the s ole prope rty of Amaranth. 

Thursday, May 25, 2006 1:10:30 PM EDT IM Administrator: NOTE: This session is 

recorded and the recording is the sole property of Aioaranth. 

Thursday, May 25, 2006 1:10:30 EW EDT Brian Hunter: you around Thursday, May 25, 2006 
1:10:36 Hd EDT Brian Hunter: I could use a pepe talk Thursday, May 25, 2006 1:10:39 EM EDT 
Brian Hunter: getting kiled today Thursday, May 25, 2006 1:10:43 PM EDT Brian Hunter: been 
ok until today Thursday, May 25, 2006 1:10:48 EM EDT Brian Hunter: but today is a mess 
Thursday, May 25, 2006 1 ; 10; 58 PM EDT Brian Hun ter ; what's your phone number Thursday, May 
25, 2006 1:11:07 Hd EDT 


CONFiDENTIAL TREATMENT REQUESTED 


AALLC_REG0595508 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Friday, June 2, 2006 3:10:20 PM 


Redacted by the Permanent 
_^_^_^^,SubcomnTjttee^oiiJnvesti^^ions 


Brian Hunter: the only way this thing recovers is when market gives up the hate on ql 


3:11:15 PM 


Brian Hunter: I don’t get the backs 
3:11:22 PM 


Brian Hunter: but I hear it was pain all aroudn the market 
Brian Hunter: specs just got saturated 



had to see if there are real sellers of these spreads 


Brian Hunter: it will recover 


dont believe it 


Brian Hunter: I think that industrial demand right now is getting very strong 


i dont believe real sellers of spreads is what i mean 


Brian Hunter: How many NG ethanl plains you think are being built in US over next 1 8 months 

Brian Hunter: yeah 

Brian Hunter: I agree 

Brian Hunter: TXU will be back in cal 11 

Brian Hunter: and they all move out again 



they asked for my bid for 5/d cal 1 1 today 
wouldn’t hit 

i managed to pick up some 8/1 1 at decent levels and some hj9 and 10 


Brian Hunter: yeah 

Brian Hunter: I took some of those today 

Brian Hunter: the HJ 



: we’ll see waht happens, 7/8 really moved out nice 


Brian Hunter: I get the feelign lots of pople are short ql07 


agree 


Brian Hunter: and really short HJ 
Brian Hunter: deamnd looking really good 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-maiis Obtained from Amaranth LLC 


I watch the way hj trades you can see it 


= Redacted by the Permanent 
Subcommittee on Investigations 


Brian Hunter: I only have 89 for this week 

Brian Hunter: people will have to give up the hate soon on v/f 

Brian Hunter: HJ wider 

Brian Hunter: jv7 can’t really go lower 

Brian Hunter: and fronts are strong already 



what stock do you put in all this stuff about 4BCF of capacity 
if so why did cash trade so weak the last two years 
we dont see that 

every part of cal 7 looks cheap right now 
c! and ho rally is bullish ql 
jv7 below resid 
demand will be very strong 


Brian Hunter: yeah demand looks spectacular 
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From: 

Sent 


Subject: 


1 NGT-Work: AOL IM 


windovvsadmin@amarantti^.com 
Monday, January 02, 2006 2:10 PM 
amaranth.dom@ainaran(th.d^tels3fe.net 

SUBJECT: CONVERSATION PARTICIPANTS = BHUNTER@AMARANTHLLC.COM; 
“SCHLENCL" 

^ = p>>,^ar»edbvthePermanent 

t;»hcQmmiHee on Investigations _ 


participar.t=bhui^ei^a!jiaranthllc.coni "hunteranaranth” 
psrticlpant= 40 HW^ 

IM Dialog: 

Friday, June 02, 2006 3:10:11 PM SDT started conversation. 

Friday, June 02, 2006 3:10:11 PM EOT Brian Hun ter has entered the conversation. 

Friday, June 02, 2006 3:10:11 PM EDT had the baby at 2:13asi on ifed Friday, Ju.ne 

02, 2006 3:iC:20 PM EDT Brian Hunter: the only way this thing recovers is when market 
gives up the hate on ql Friday, June 02, 2006 3:10:22 R*i ED? Brian Hunter: 213 Friday, 

Jun e 02, 2006 3:10:22 PM EDT Brian Hunter: dude really Friday, June 02, 2C0& 3:10:25 PM 
-DT jUimiHil back here Thurs at 6:00ain Friday, June 02, 2006 3:10:25 PM EDT Brian 
Hunter: tiring Friday, June 02, 2006 3:10:31 PM EDT Brian Hunter: really? 

Friday, June 02, 2006 3:10:45 PM ED7||||Hmi^^ felt like the friggin sky was failinq 

Friday, June 02, 2006 3:10:46 PH yes Friday, June 02, 2006 3;11:09 PM’EDT 

Brian Hunter: niust have been tired FrMay^^Rne 02, 2006 3:11:15 PM EDT Brian Hunter: I 
don't get the backs Friday, June 02, 2006 3:11 :15 PM EDT still am Friday, June 

02, 2006 3:11:22 PM EDT Brian Hunter: but I hear it was pain all aroudn Che market Friday, 
June 02, 2006 3:11:27 PM EDT Brian Hunter: specs just got saturated Friday, June 02, 2006 
3:11:35 PM EDT had to see if there are real sellers of these spreads Friday, 

Juno 02 , 2006 EDT Brian Hunter: it will recover Friday, June 02, 2006 3:11:41 

PM dont believe it Friday, June 02, 2C06 3:12:11 PM EDT Brian Hunter; I 

think Chat industrial demand right now is getting very strong Friday, June 02, 2006 
3:12:26 PM EDT^HIIlim^ i dont believe real sellers of spreads is what i mean Friday, 

June 02, 2006 3:12:30 PM EDT Brian Hunter; How many NG ethanl platns you think are being 

built in US over next 10 months Friday, June 02, 2006 3:12:32 ?M EDT Brian Hunter: yeah 

Friday, June D2, 2006 3:12:35 K4 EDT Brian Hunter: I agree Friday, June 02, 2006 3:12:41 
PM EDT Brian Hunter: TXU will be back iP. calll Friday, June 02, 2006 3;1 2;4a PM EDT Brian 
Hunter: and they all move out again Friday, June 02, 2C06 3:12:59 ?M f^i^^AHHlllB^They 
asked for my bid for 5/d cal 11 today Friday, Jun e 02, 2006 3:13:07 PM 

wouldn't hit Friday, June 02, 2006 3:13:50 ^ 1 managed to pick up some 6/11 

at decent levels end some hj9 and 10 Friday, June u2^2oD6 3:14:02 PM EDT Brian Hunter: 
yeah Friday, June 02, 2006 3:14:07 PM EDT Bria.n Hunter: I took some of those today Friday, 
June 02, 2006 3:14:09 PM EDT Brian Hunter: the H.J Friday, June 02, 2006 3:14:17 PM EDT 

we'll see what happens, 7/6 really moved out nice Friday, June 02, 2006 3:14:21 

^ EDT Brian Hunter; T get the feelign lots of pople are short ql07 Friday, June 02, 2006 
3:14:32 PM agree Friday, June 02, 2006 3: 14:37 m EDT Brian Hunter: and 

really short H.J Friday, June 02, 2006 3;14j4^Ph^DT Brian Hunter: deamnd looking really 
good Friday, June 02, 2006 3:14 :49 PM watch the way hj trades you can see it 

Friday, June 02, 2006 3:34:52 PM EDT Brian Hunter: I only have 09 for this week Friday, 
June 02, 2006 3:15:09 PM EDT Brian Hunter: people will have to give up the hate soon on 
v/f Friday, June 02, 2006 3:15:17 PM EDT Brian Hunter: H.J wider Friday, June 02, 2006 
3:15:22 PM EDT Brian Hunter: jv7 can’t really go lower Friday, June 02, 2006 3:15:27 PM 
ED^B^^n Hunter: and fronts are strong already Friday, June 02, 2006 3:17:48 PM EDT 

what stock doyou put in all this stuff about 4BCF of capacity Friday, June 02, 
2006 3:18:10 PM EDT : f so wh y did cash trade so weak the last two years Friday, 

June 02, 2006 3: 19:26 PM£OT we dont see that Friday, June 02, 2006 3:20:2.3 PM 

every part of cal^Tooks cheap right now Friday, June 02, 2006 3:20:^24^ 
£Q'P ^2 and ho rally is bullish ql Friday, J une 02, 2 006 3:20:50 FM EDT 

jv7 be^^resid Friday, June 02, 2006 3:21:03 cW EDT demand will be very strong 

I 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0619985 
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Friday. June 02, 2006 3:28:31 PM EOT Brian Hunter; yeah demand looks specta; 


2 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0619986 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Wednesday, June 7, 2006, 10:03:12 AM 



this mkt is wearing me out 


Brian Hunter: yeah 

Brian Hunter: where are the consumers 


aw = Redacted by the Permanent 
I Subcommittee on Investigations 


every time I think I’ve got a clue. . .. 


Brian Hunter: Although produers are done we think 

Brian Hnnter: now its length finding a home and then I think bac ks rally 

Brian Hnnter: Its the v/f that’s the problem 


B We aren’t seeing the producers right now 
that is so true 


Brian Hnnter: producers are done 

Brian Hnnter: too many guys short ql against hacks 

Brian Hnnter: I tihnk that selling v/f and buying h.j to short April 

Brian Hnnter: is what people are doing 

Brian Hunter; but ql at 10.00 is pretty low 

Brian Hunter: Of course I think we can only fill to 3.4 



next weeks number looks like it may put some life into the v/f 
that is still our premise as well 


Brian Hunter: hear ing some other good things as well 

Brian Hunter:fJ^sniffing around a buy NG and sellign resid for q3 07 

Brian Hunter: and was looking at buying cal 1 0 NG and selling cal 1 0 resid 
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From; 

Sent 

To; 

Subject 


vvir>dowsadm)n@amarantMlc.com 
Saturday, January 07, 2006 9:03 AM 
amaran^.dom@amaranth.di^ta)safe.net 

SUBJECT: CONVERSATION PARTICIPANTS = “HUNTERAMARANTH"; 


:M Network: ACL IM 
IM Users : 

parti cipant="hurit^^tjaranth" 

participant»4HHlBB 


= Redacted by the Permanent 
Subcommittee on Investigations 


IM Dialog: 

Wednesday, June 07, 2006 10:03:12 AM EDT Brian Hun ter started conversation. 

Wednesday, June G7, 2006 10:03:12 AM entered the conversation. 

Wednesday, June 07, 2006 10:03:12 AM EDT Brian Hunter: IK Administrator: NOTE; This 

session is recorded and the recording is the sole property of Amaranth. 

Wednesday, June 07, 2006 10:03:12 AM EDT TM Administrator : NOTE; This session is 
recorded and the recording is the sole property of Aicarai^th. 

Wednesday, June 07, 2006 10:03:12 AM EDT this mkt is wearing me cut Wednesday, 

June C7, 20C6 10:03:2« AM EDT Brian Hunter: yeah Wednesday, June 07, 2006 10;Q 3_;2S AM E DT 
Brian Hunter: where are the consumers Wednesday, June 07, 2006 10:03:47 AM 
every time 1 think I've got a clue.... 

Wednesday, June 07, 2006 10:C3;49 EDT Brian Hunter: Although produers are done we think 

Wednesday, June 07. 2006 10:04:08 AM EDT Brian Hunter: new its length finding a home and 

then I think bac ks rally Wednesday, June 07, 2006 10:04:14 AM EDT Brian Hunter: Its the 
v/'f that's the problem Wednesday, June 07, 2006 10:04:16 AM ^^T ^■|||||||||m||^: We aren't seeing 
the producers right now Wednesday, June 07, 2006 10:04:26 AM that is so true 

Wednesday, June 07, 2006 10:04:29 AM EDT Brian Hunter: producers are done Wednesday, June 
07, 2006 10:04:37 AM ED? Brian Hunter; too many guys short ql against backs Vfednesday, 

June 07, 2006 10:05;32 AM EDT Brian Hunter; I tihnk that selling v/f and buying h.j to 
short April Wednesday, June 07, 2006 10:05:41 AM EDT Brian Hunter: is what people are 
doing Wednesday, June 07, 2006 10:05:47 AM EDT Brian Hunter: but ql at 10.00 is pretty low 
Wed.nesday, June 07, 2006 10:05:56 AM EDT Brian Hunter; O f course I think we can o.nly fill 
to 3.4 Wednesday, June 07, 2006 10:05:56 AM EDtAHMHI^ next weeks n-oirJber looks like it 
may put some life into the v/f Wednesday, June 07, 2006 10:06:12 AM EDT that is 

still our premise as well Wednesday, June 07, 2006 10:09:00 AM EDT Brian Hunter: hear ing 
some other good things as well Wednesday, June 07, 2006 10:09:13 AM EDT Brian Hunteri^BB 
sriifffing around at buy N G and sellign resid for q3 07 Wednesday, June 07, 2006 10:09:30 
AM EDT Brian Hunter: and looking at buying callO NG and selling callO 

resid 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0620261 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Wednesday, June 07, 2006 4:19:05 PM 

feel like a punching bag 


Brian Hunter: yeah no shit 

Brian Hunter: we flattened alto a back stuff 

Brian Hunter: thank god-but its still painful 

Brian Hunter: espeically given market is short ql against abck length 
Brian Hunter: that H.J could run some people straight over 


, = Redacted by the Permanent 
c„K-„mmiltee on lnvestiBalioiis_ 


i im j ust tired of these marks being so screwed up 
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From: 

Sent 

To; 

Subject: 


windo\wadm!n@am8ranthllc.coni 
Saturday, January 07, 2006 3:19 PM 
amaranth.dom@amararTtKdigiblsafB.riet 

ECT: CONVERSATION PARTICIPANTS = 




BHUNTER@AMARANTHLLC.COM; 


IM {Jerwork: AOL IM 
IK User.': 


- Redacted by the Permanent 

Subcomimittee^rMnyestipari^^ 


part 

parr 


:r@airaranthilc . 


"hunteramaranth" 


Wednesday, June 01, 2C06 4:19:05 PM EOT Briarr Hunter started conversation. 

Wednesday, June 07, 2006 4:19:05 EM EDT schlencl has entered the conversation. 

Wednesday, June 07, 2006 4:19:05 PM EDT Brian Hunter: IM Administrator: NOTE: This session 

is recorded and the recording is the so le proper ty of .Amaranth. 

Wednesday, June 07, 2006 4:19:05 PM EDT IM Administrator ; NOTE: This ses.sion is 

recorded and the recording is t-he sole propert y of Amaranth. 

Wednesday, June 07, 2006 4:19:05 IM BDT i feel like a punching bag Wednesday, 

June 07, 2006 4:29:17 PM EDT Brian HunterTyea^no shit Wednesday, June 07, 2G06 4:19:25 
PM EDT Brian Hunter; we flattened alto a back stuff Wednesday, June 07, 2006 4:19:56 PM 
EDT Brian Hunter: thank god - but its still painful Wednesday, June 07, 200S 4:20:07 PM 
EDT Brian Hunter: espeically given market is short ql against abck length Wednesday, June 
07, 2006 4:20:21 PM EDT Brian Hunter: t hat H.J co uld run some people straight over 
Wednesday, June 07, 2006 4:24:55 PM ici just tired of these ir^arks being so 

screwed up 


CONFIDENTIAL TF5EATMENT F5EQUESTED 


AALLC_REGQ620422 




953 


Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Wednesday, June 07, 2006 4:46:55 PM 


“ Redacted by the Permanent 
Subcommittee on Investigalinne 


mmilP: so a big discussion today on how you stay short the summer and protect against mkt’s 
kneejerk reaction to “windy days” in the gulf 
any thoughts 


Brian Hunter: my thinking is the market is really short H/J 
Brian Hunter: frankly you get long u/v 

Brian Hunter: hope that there are no serious storm prior to Aug 29th 

Brian Hunter: cause sep will go off like a pile of shit and Oct is going to be wicked strong 



i was in the minority suggesting being long cal spreads at these levels 
people just love to sell them when they see them go down 
or at least not short 
everyone wants to short h/j as well 


Brian Hunter: yeah- that 1 am not so sure about 

Brian Hunter: yes lots of gas 

Brian Hunter: but also really great demand 



i so hope we get cold this winter, that with the demand pick up would be so nice 
set some folks straight on risk/reward 


Brian Hunter: yeah market needs a scare 

Brian Hunter: I am a little surprised futures went straight to cash 

Brian Hunter: also nice to se^ower buyers out there 

Brian Hunter: onlyHHB- an(^Bselling now 

Brian Hunter: everyone else buyers 
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From: 

Sent 

To: 

Subject; 


IM Network: 
IM Users; 


windowsadmin@amarantNlc.ODm 
Saturday, January 07, 2006 3:47 PM 
amaran^.dom@amarantK cftgitalsafe.net 

SUBJECT: CONVERSATION PARTICIP/WTS = BHUNTER@AMARANTHLLC.COM: 


• = Redacted by ibe Permanent 
Subcomniittee on Investigation^^ 


participant=bhunter0a!raranthlic.coiD "hunterarearanth" 

p a r t i c i p a r. C 

IM Diaicg; 

Wednesday, June 07, 2006 4:46:55 EM EDT Brian Hun ter started conversation. 

Wednesday, June 07, 2006 4:46:55 PM EDT ^IBBBRhas entered the conversation. 

Wednesday, June 07, 2006 4:46:55 PM EDT Brian Hunter: yeah Wednesday, June 07, 200S 

4:47:02 PM EDT Brian Hunter: we mark our own curve Wednesday, June 07, 2QC6 4:47:05 ?M EDT 

Brian Hunter: much easier Wednesday, June 07, 2006 4:48:23 FH lost that 

fight internally Wednesday. June 07, 2006 4:40:50 PM EDT Bri an Hunter: yeah - I still have 
to justify WedJie.sday, June 07, 2006 4:49:00 EM EDT many people that look at 

it Wednesday, June 07, 2006 4:49:03 PM EDT Briar. Hunter: but that easy when cal 10 settles 
15 cents out from ICE ail the time Wednesday. June 0 7, 2006 4 :49:04 ?M EDTflBBBIIII|| 
around here Wednesday, June 07, 2006 4:51:46 EW EDT so a big discussion today on 

how you stay short the sunsaer and protect against mkt's kneejerk reaction to "windy days" 
in the gulf Wednesday, June 07, 2006 4:51:50 EM EDT any thoughts Wednesday, June 

07, 2G06 4:52:19 EM EDT Brian Hunter: my thinking is the market is really short H/J 
Wednesday, June 07, 2006 4:52:26 PM EDT Brian Hunter; fra.nkly you get long u/v Wednesday, 
June 07, 2006 4:52:45 PM EDT Brian Hunter: hope t.hat there ate no serious storm prior to 
Aug 29th Wednesday, June 07, 2006 4:53:05 PM EDT Brian Hunter: cause .sep will go off like 
a pi le of shi t and Oct is going to be wicked strong Vfednesday, June 07, 20C6 4:54:19 PM 
EDT i '^as in the minority sug gesting bei ng long cal spreads at these levels 

Wednesday, June 07, 2006 4:54:33 FM EDT^BHlHHi|P^‘7ple just love to sell them when they 

see them go down Wednesday, June 07, 20 06 4:54:4 8 PM EDT schlenci: or at least not short 
Wednesday, June 07, 2006 4:55:44 PM EDT^mUHH^ everyone wants to short h/j as well 

Wednesday, June 07, 2006 4:56:08 PM EDT Brian Hunter: yeah - that I am not so sure about 

Wednesday, June 07, 2006 4:56:22 ?M EDT Brian Hunter: yes lots of gas Wednesday, June 07, 

2006 4:56:21 F M EDT Brian Hunter: but also really great demand Wednesday, June 07, 2006 
4:58:05 PM so hope we get cold this winte r, that wi th the demand pick up 

would be so nice Wednesday, Ju.ne 07, 2006 4:58:29 PM EDT some folks straight 

on risk / reward Wednesday. June 07, 2006 4:58:30 PM EDT Brian Hunter: yeah market needs a 
scare Wednesday, June 07, 2006 4:59:46 ?M EDT Brian Hunter: I am a little surpised futures 
went straight to cash Wednesday, June 07, 2006 4:58:59 EM EDT Brian Hunter: also nice to 
see po wer bu^rs out there Wednesday, June 07, 2006 4:59:05 ?M EOT Brian Hunter: only 

and|0^elling now Vfednesday, June 07, 2006 4:59:09 PM EDT Brian Hunter: everyone 
else "buye rs 


CONFlDENTiAL TREATMENT REQUESTED 


AALLC_REG0620428 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 


E-maiis Obtained from Amaranth LLC 
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From: 

Sent 

To: 

Subject: 


windovi6admin@amarantNlc.com 
Sunday, January 06. 2006 6:58 AM 
amaranth.dom@amaranth.(igitaisafe.r^ 

SUBJECT; CONVERSATION PARTICIP/WTS = "HUNTERAMARANTH"; 


IM Network: ACL IM 
IM Users: 

particip3nt='23unte^m|ranth" 
part icipant =4SBHiiBi 

IM Dialog: 


Redacted fay the Permanent 
,^^_^__SubcojTimittee on investigations 


Tharsday, June 08, 2006 9:58:02 AM £DT Brian Hunter started conversation. 

Thursday, June 03, 2006 9:58:02 AM entered the conversation. 

Thursday. June 08, 2005 3:53:02 AM EDT Brian Hunter; IM Administrator: NOTE: This session 
is recorded and the recording is the sole property of Anaranth. 

Thursday. June 08, 2006 9:58:02 AM EDT IM Administrator: NOTE; This session is 

recorded and the recording is the sole property of Amaranth. 

Thursday, June 08, 2006 9:58:02 AM EDT Brian Hunter; you think this weakness in the back 
is all this talk of 3.1 total storage? 

Thursday, June 09, 2006 9:58:45 A M EDT if you tnean outrights, no Thursday, June 

C9, 2006 9:59:38 AM EDT my take is that if people REALLY believed 3.7 or 4.1 or 

whatever they would be selli ng ql vs q2 across the curve pretty hard Thursday, June 08, 
2006 9:59:50 AM EDT that hasn't happened {yet) Thursday, June 0^^ 2006 9:59:52 

AM EDT Brian Hunter: good point Thursday, June 08, 2006 10:00:04 AM EDT maybe 

just scared Thursday, June 06, 2C06 10:00:12 AM EDT but we cant get to 3.7 

Thursday, June 08, 2006 10:00:31 AM ED? Brian Hunter: we took a good look at this and 
still think that 3.4 is tops Thursday, June 00, 2006 10:00:19 AH EDTflimik: we did as 
'well Thursday, June 08, 2^£0£^10^0:21 7VM EDT Brian Hunter: 3.4 and change Thursday, June 


06, 2006 10:00:35 .AM EDT| 

08, 2006 10:01:12 AM EDT| 

2005 10:01:30 AM EDT f 
08. 2006 10:01:46 AM EDT | 

08, 200 6 10:01:53 AM EDT i 

this nc-rning Thursday, 


! are pretty confident in 3. 4-3. 5 max Thursday. June 
de Shaw looking to but cal 10 today Thursday, June 00, 
heardjjj^was the buyer of 10 on ice yest Thursday, June 
and they bought the 10/11 this mcrni.ng Thursday, June 
and sold 11 Thursday, Jure 08, 2006 10:02:00 AM EDT 
Ju.ne 08, 2006 10:02:29 AM CDT^UmHUi so lo oks like 
they are getting a bit of 10/li bought Thursday, June 09, 2006 10:02:49 AM i 

hav^bought 100/mo now all on the floor at 34 Thursday, J une 08, 2005 10:02:52 AM EDT 

am flat Thursday, J une OS , 2006 10:02:53 AM ED7jmi||||||[|||| lock to add Thursday, 
June 08, 2006 10:04:48 .AM the callO report v:as whispered to mo Thursday, 

June 06, 2006 10:04:5? AM EDTMH^^Bk so maybe it was bs 



CONRDENTIAL TREATMENT REQUESTED 


AALLC_REG0620454 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


I = Redacted by the Permanent 
__^SubcDrnmine£^nJnvcsti^ahon^ 


Thursday, June 08, 2006 11: 56:51 AM 

i guess there are still some sellers in the red winter 

Brian Hunter: its all v/f 
Brian Hunter: I think 

Brian Hunter: how do you guys feel about that 
Brian Hunter: the hatred of Jan 

we honestly are still quite bearish the structure 
we see the potential for winter prices to go nuts 

Brian Hunter: so who is laying waste to v/f 

Brian Hunter: that’s the thing casing the backs the pinch 

Brian Hunter: I think 

ll really dont know 

JT i can tell you it is wearing people out 
Brian Hunter: yeah 
Brian Hunter: no shit 

^IIIIIIHI^ we got out a bunch tuesday 

Brian Hunter: v/f? 
i yeah 

I then got right back in’ 

Brian Hunter: hahaha 

Brian Hunter: sounds like everyone is getting out 
^jllllllllll only one who made out on that was the brokers 
Brian Hunter: hehehe 

flBHI but really when I see the way our desks are trading the spreads now you can sense the 
fear and some loss of confidence 
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yinndowsadmin^amararTlhBc.com 
Sunday, January 08, 2006 10;57 AM 
a maranth dom@amaranlh.di9t^safe.net 

.SUBJECT: CONVERSATION PARTICIPANTS = BHUNTER@AMARANTHLLC.COM; 


IM Network: AOL IM 


■ = Redacted by the Pennanent 
Subcommittee on Investisations 


part icipsnt- bhur.tergait iaranthllc.ci 

p a r t i c i p a n t 


Thursday, June 08, 2006 12:56:51 AM ED7 Brian Hunter started ccnversat.ioa. 

Thursday, June 08, 2006 11:56:51 AM EDT^^miP^has entered the conversation. 

Thursday, June 03, 2006 11:56:51 AM EDT Br^iwlunter: IH Administrator: NOTE: This session 
is recorded and Che recording is the so le pr operty ot Amaranth. 

Thursday, June 08, 2006 11:56:51 AM EOT IM Administrator: NOTE: Thi.s ss.s.sion is 

recorded and the recording is the sole p roperty o f Amaranth. 

Thursday, June 00, 20D6 11:56:51 AM EDT well i guess there are still some 

sellers in the red winter Thursday, June 08, 2006 11:57:05 AM EDT Brian Hunter: its all 

v.'f Thursday, June 08, 2006 11:57;C7 AM EDT Brian Hunter: I think Thursday, June OB, 2006 
11:57:18 AM EDT Brian Hunter: .how do you guys feel about that Thursday, June CS, 2006 
11:57:22 AH EDT Brian Hunter: the hatred of Jan Thursday, June 08, 2006 11:56:45 AM EDT 
we ho nestly are still quite bearish the structure Thursday, June 06, 20C6 
11:59:00 AM ^^T 4||||||||||i|||||ft: we see the potential for winter prices to go nuts Thursday, June 
08, 2006 1 1 ; 5 3 : i^AJ^EOT Brien Hunter; so who is laying waste to v/f Thursday, June 06, 
2006 11:59:33 AM EDT Brian Hunter: that's the thing casing the backs the pinch Thursday, 
June 08, 2006 11:59:34 , AM EDT Brian Hunter: I think Thursday, June 08, 2 006 n;59 :39 AM 
dont know Thursday, June 03. 2006 22:00:03 PM EDT^HHHIk' i can 
tell you it is wearing people out Thursday, June 03, 2006 12:00:11 FM EDT Brian Huntor: 
yeah Thursday, June 08, 2006 12!00;12 PM EDT Brian Hunter: no shit Thursday, June 08, 2006 
12:00:26 PH DDT|mi|||||j|^ we got out of a bunch tuesday Thursday, June OS, 2006 12:00:30 
?M EDT Brian Hunter: v/f? 

Thu rsday, Jun e 08, 2006 12:00:35 R4 EDT yeah Thursday, June 08, 2006 12:00:43 PM 

EDTimliHI^ then got right back in' 

ThursoayTJ^e 08, 2006 12:00:46 PM EDT Brian Hunter; hahaha Thursday. June 08, 2006 
12:00:45 rM EDT Brian Hun ter: sounds ike everyone is getting out Thursday, June 08, 2006 
12:01:11 Rd ED? only one who made out on that was the brokers Thursday, June 08, 
2006 12:01 :22 PM EDT Brian Hunter: hehehe Thursday, June 03, 2006 12:09:30 PM F.DT 

but really when I see the way our desks are trading the spreads now you can 
sense the fear and some loss of confidence 


1 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REGO620499 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Thursday, June 08, 2006 2:23: PM 
Brian Hunter: dude what is up eal7 
red winter? 

Brian Hunter: dunno everyone selling cal7 


I 


getting killed 
^ windy in the gulf.... 
i: maybe 

they want the front 
f v/x/z fly my god 
c i am so friggin screwed 


Brian Hunter: the back is painful 
3:04:23 PM 

(■mUBu see these vfs in 7,8, & 9 


= Redacted by the Permanent 
Subcommittee on Investigations 
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From: 

Sent 

To: 

Subject: 


IK I'JGtwortc: AOL IK 
IK Users : 


windows3dmin@wnaranttdlc.com 
Sunday, January 06, 2006 1 :23 PM 
amaranth.dom@3marardh.digit^safe.net 

■ ■ ECT: CONVERSATION PARTICIPANTS = BHUNTER@AMARANTHLLC.COM; 


t = Redacted by the Permanent 
Subcommittee on Investigations 


part icipant= bhun~er8aTPa ranthllc. com "hunteranaranth" 

p a r t i c i p a n t 

IM Dialog: 

Thursday. June 00, 200$ 2:23:23 IM EDT Brian Hun ter started conversation. 

Thursday, June 08, 2C06 2:23:23 FM EDT jBHHjjjA has entered the conversation. 

Thursday, June 08, 2008 2:23:23 EM EDT Brian Hunter: IM Administrator: NOTE; This session 
is recorded and the recording is the so le prope rty of Amaranth. 

Thursday, June 08, 2006 2:23:23 Hd EDT JllllBl: IM Admini.stratcr: NOTE: This session is 
recorded and the recording is the sole property of .Amaranth. 

Thursday, June 08, 2006 2 : 23 :23 FM EDT Brian Hunter: dude what is up cai7 Thursday, June 
06, 2006 2:24:53 red winter? 

Thursday, June 08, 2DC6 ED T Brian Hunter: dunno everyone selling call Thursday, 

June 08, 2006 2:25:12 PM EDT getting killed Thursday, June 08, 2006 2:25:56 PM 

windy in the gulf.... 

ThuSday^ffne 06. 2006 2:26:00 FM EDT maybe Thursday, Ju.ne 08, 2008 2: 26:30 PM 

ECT^g|i||H||iK they want the front Thursday, June O S, 2006 2 :31:52 PM EDT v/x/z 

fly m^go^Thursday, June 08, 2006 2:32:06 EM EDT ^jjjjimm i am so friggin screwed 
Thursday, June 03, 2006 2:32:23 FM EDT Brian Hunter: the back is painful 


CONRDENTIAL TREATMENT REQUESTED 


AALLC_REG0620548 
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From: 

Sent 

To: 

Subject: 


windo\ssadmin@amararTlhBc.com 
Sunday. January OS, 2006 2:04 PM 
arnaranth.dQm@amaranth.^^1a<safe.n8t 

SUBJECT; CONVERSATJON PARTIC1PW4TS = •HU^^■ERA^^ARA^^■H 


IM Nerwork: AOL IM 
IM Users: 


part icipaiit=''huiiteraina ranth ” 

p ar t i c i p an t 

IM Dialog: 

Thursday, Uiuie 08, 2006 3:04:23 R4 EDT Brian Hun ter started conversation. 

Thursday, June 08, 2006 3:04:23 M EDTjfHHHft bas entered the conversation. 

Thursday, June 08, 2006 3:04:23 IM EDT Brian Hunter: IM Administrator; NOTE: This session 
is recorded and the recording is the so le proper ty of Amaranth. 

Thursday, June 08, 2006 3:04:23 IM EDT IM Administrator; NOTE: This session is 

recorded and the recording is the sole property of Amaranth. 

Thursday, June OB, 2006 3:04:23 IM ElJr u see these vf's in 7, B & 9 


Redacted by the Permanent 
Subcommittee on Investigations 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0620559 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Friday, June 09, 2006 10:41:16 AM 


- Redacted by Ihe Permanent 
,.^^^^___Subcomnnttee^^o^Jnvestigatjons 


Brian Hunter: you have to explain to me what is happening in Cal8 



I dont know, buyers of 7.8 now and still sellers of 7 so 8 


Brian Hunter: you got any explanation for the back 



is dogshit 
no 

now sellers of 9-1 1 trying to get 1 1 higher 

v-f has to stop here 

questionable risk reward to selling it 


Brian Hunter: the v/f has been back driven 


H|m[|||who is trying so hard to keep the 9/10 so low on the floor 
Brian Hunter; where is it? 

|they settle it at 26 every night 
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From; 

Sent: 

To; 

Subject' 


'Mndowsadmin@amarantt^c.com 
Monday, January 09, 2006 9:41 AM 
amaranth.dom@amaranth.(figitalsafe.net 

SUBJECT: CONVERSATION PARTICIPANTS = "HUNTERAMARANTH”; 


IM Network: AOL IK 


participant" 

participant" 


"hunterama; 


nth" 


IK 


Dialog: 


= Redacted by the Permanent 
^___Siibconimittec_on^hTvestigations 


Friday, Jtne 09, 2C06 10:41:16 AM EDT Brian Hunter started con'v'ersation. 

Friday, June 09, 20C6 10:41:15 AM has entered the conversat ion . 

Friday, June 09, 20C6 10:41:16 AM EDT Brian Hunter: IM Administrator: NOTE: This session 
is recorded and the recording is ths s ole pro perty of Amaranth. 

Friday, June 09, 2006 10:41:16 AM EDT IM Administrator : NOTE: This session is 

recorded and the recording is the sole property of Amaranth. 

Friday, June 09, 2006 10:41:16 AM EDT Brian Hunter: you have to e xplain to S'e what is 
happening in Cal6 Friday, June 09, 2006 10:44:14 .AM EDTjHHHIk 1 dont know, buyers of 
7.8 now and still sellers of 7 so 8 Friday, June 09, 20C6 10:44:19 AM EDT ^^^nd^ter: 
you got any exolanetion for the back Friday, J une 09, 2 006 10:44:23 AM EDT^HHHB: is 
dogshi t Friday',^ June 09, 2006 10:44 :28 AM EOT Friday, June C9, 2D06 10:45:09 

.AM r.DT JmmjUkiiQws^lers of 9-11 trying to cet 11 higher Friday, June 09, 2006 
10:4 5:53 AM v-f has to stop here Friday, Ju.ne 09, 2006 10:46:29 AM EDT 

questionable risk reward to selling it Friday, June 09, 2006 10:47:30 AM EDT 

the v/f has been back driven Friday, June 09, 2006 10:47:43 AM EDT]0BBm| 
who is trying so hard to keep the 9/10 so low on the floor Friday, June 09, 2C06 10:43:01 
•AM FD? Brian Hunter: where is it? 

Friday, June 09, 2006 10:48:17 AM they settle it at 26 every night 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0620578 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Monday, June 12, 2006 4:21:24 PM 


Redacted by the Permanent 
Subcommittee on Investigations 


this is not an easy mkt to trade right now 


5:00:52 PM 


Brian Hunter: no shit 

Brian Hunter: yeah 

Brian Hunter: if 

Brian Hunter: beware the nnumber 

Brian Hunter: lObcf less gas from Cnaada last week 
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From: 

Sent 

To; 

Subject 


IM Networtc; AOL IM 
IM Users ! 


wjndovvsadmin@amarartt>Rac«n 
Thursday. January 12, 20063:21 PM 
amaran1h.dom@amBratTth.digi1alsafe.net 

SUBJECT: CONVERSATION PARTICIPANTS = 0HUNTER@AMARANTHLLC.COM; 



Redacted by tbe Permanent 
j Subcommittee on investigations 


participant ^bhunte 

partlcipant^mi 


-@ainaranth.lic . 


•hunteramaranth" 


IM Cialog: 


Monday, June 12, 
Monday, J-jne 12, 
Monday, June 12, 
recorded and the 
Monday, June 12, 
recorded and the 
Monday, June 12, 


2006 4:21:24 PM EDI B rian Hun ter started conversation, 

2006 4:21:24 entered the conversatio,n. 

2006 4:21:24 PM EOT Brian Hunter: IM Adainistrator: NOTE: This session is 
recording is t,he sol^property of ITinaranth. 

2006 4:21:24 PM EDT IM Administrator: NOTE: This session is 

recording is the sol e propert y of Amaranth- 

2006 4:21:24 PM EDT this is not an easy mkt to trade right now 


CONRDENTiAL TREATMENT REQUESTED 


AALLC_REG0620854 
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From: 

Sent 

To: 

Subject 


wind0wsadmrn@Bmar3rTthRc.com 
Thursday, January 12. 2006 4:01 PM 
amaran^.dom@amaranth.^1^safe.rwt 

SUBJECT: CONVERSATION PARTtClPANTS ="HUNTERAMARANTH*; 


IM Network: AOL IM 


IM Users: 


participant - "hunteraa iarantb" 
p a r t i c 1 p an t " 


I = Redacted by the Permanent 
Subcommittee on Investigations 


IM Dialaq: 

Monday, June 12, 2006 5:00:52 Ftt started conversation. 

Monday, June 12, 2006 5:00:52 PM EOT Brian Hu nter has entered the conversation. 

Monday, June 12, 2006 5:00:52 PH ECtT 1 an away from my computer right now. 

Monday, June 12, 2006 5:00:52 PM EDT Brian Hunter: IM Administrator: NOTE: This session is 

recorded and the recording is the sol e prop erty of Amaranth. 

Monday, June 12, 2006 5:00:52 PM EOT Ullilll^^ IM Administrator: NOTE: This session is 
recorded and the recording is the sole proptercy of Amaranth. 

Monday, J-one 12, 2006 5;o6:53 fM EDT Brian Bunter: no shit Monday, June 12, 200^^^^^^^ 
PM £CT Brian Hunter: yeah Monday, June 12, 2006 5:01:04 PM EDT Brian Hunter:flHMHHHM^ 
if you want to call Monday, June 12, 2006 5:09:45 PM EDT Brian .Hunter: beware the nnumber 
Monday, June 12, 2006 5:09:52 PM EDT Brian Hunter: lObcf less gas from Cnaada last week 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0620860 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Tuesday, June 13, 2006 9:35:12 AM 
morning 


Brian Hunter: yo 

Brian Hunter: what’s shkin’ 

Brian Hunter: winter hatred continues-but this time from summer spreads 
every winter 

Brian Hunter: yeah - bac ks had a nice rally goign 

Brian Hnnter: then^Pgets 4/d cal7 and 8 prodcuerdeal at 1:30 

Brian Hunter: it was a big cl sale 


|: It’s like these producers all get together at the same time 
fjeez 

: all the phones start ringing 


Brian Hunter: there is some back and buying 
Ibentek could be a lot lower than mkt 


I = Redacted by the Permanent 
_Subcornminee_on^ 
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From: 

Sent 

To; 

Subject 


wir>doMBadmm@ama^a^rt^^c.com 
Friday. January 13, 2006 8:35 AM 


amararTth.dom@8maranth.(SgrtaJsafe.net 

SUBJECT; CONVERSATION PARTICIPANTS = "HUNTERAMARANTH 


IM Network: AOL IM 
IM Users : 

p a rt i c ip ant = "hunte^l^" an t h • 

part icipant=^|HiVBil^ 

IM Dialog: 



Tuesday, June 13, 2006 9:35:12 AM EDT Brian l& inter started conversation. 

Tuesday, June 13, 2006 9:35:12 AM entered the conversation. 

Tuesday, June 13. 2006 9:35:12 AM EDT Brian Hunter: IM Administrator: NOTE: This session 
is recorded and the recording is the sole prope rty of Amaranth. 

Tuesday, June 13, 2006 9:35:12 AM IM Administrator; NOTE: This session is 

recorded and the recording is the sol e prop tercy of Amaranth. 

Tuesday, June 13, 2006 9:35:12 AM EDT{^^B||||||^ morning Tuesday, June 13, 2006 9:35:29 AM 
EDT Brian Hunter: yo Tuesday, June 13,^20^^9^5:33 AM EDT Brian Hunter: what's shkin’ 
Tuesday, June 13, 2006 9:36:15 Wd EDT Brian Hunter: winter hat red contin ues - but this 
tine from sumner spreads Tuesday, June 13, 2006 9:37:37 AM £DT ^||||||[|m^^ every winter 
Tuesday, June 13, 2006 9:37:53 AM EDT Brian Hunter; yeah^- backs had a nice rally goign 

Tuesday, June 13, 2006 9:38:12 AM EDT Brian Hunter: then^^ gets 4/d cal7 and 8 prodcuer 

deal at 1:30 Tuesday, June 13, 2006 9:36:29 Wd EDT Brian Hunter: it was a big ci sale 
Tuesday, June 13, 2006 9:38:42 AM EDT It's l ike these producers all get together 

at the same time Tu esday, Jun e 13, AM je®z Tuesday, June 13, 

2006 9:38:56 AM ZUT all the phones start ringing Tuesday, June 13, 2006 9:39:09 

Wd EDT Brian Hunter: there is some back end buying Tuesday, June 13, 2006 9:39:52 .AM EDT 


could be a lot lower that mkt 


1 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0625923 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Tuesday, June 13, 2006 9:40:09 AM 


- = Redacted by the Permanent 
Snbcominipe e on Invesligatmni. 


Brian Hunter: freaking^HjlH 

Brian Hunter: has to demolish summer spreads because the think bullish weather is coing- and 
kills the back end 


: get bullish news sell Jan, thats how it feels 


Brian Hunter: yeah 
Brian Hunter: no shit 


|[: front doesn’t move just get chopped 
Iseliing the red hj yest on ice 


Brian Hunter: I’l let that fall for a litt! 

Brian Hunter: e 


he prob did the x6/j 8 

Brian Hunter: ouch 


[ now sell the hj, thats smart.... 
you got bloomberg 


Brian Hunter: y 


^mim did you see the commentary on hedge funds at the bottom of 

Brian Hunter: yeah 

Brian Hunter: read that last night 



nice title 


Brian Hunter: hahahaha 
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From: 

Sent 

To: 

Subject 


n-1 Network: AOL IM 
TK Users: 


wjndow5admin@arnaranithnc.com 
Friday, January 13. 2006 8:40 AM 
amaranth dQm@amaranth.cigit^safe. net 

■ ■ CONVERSATION PARTICIPANTS = BHUNTER@AMARANTHLLC.COM: 




■ •= Redacted by the Permanent 
Subcommittee on Investigations 


participant» bhunter@a niaranthllc.coia 

parr 


"huntsramaranth" 


IK Dialog: 

Tuesday, June 13, 2006 ?:40:09 AM EDT Brian Hu nter started conversation. 

Tuesday, June 13, 2006 9:40:09 AM has entered the conversation. 

Tuesday, June 13, 2006 9 : 40 :09 AM EDT a^^rWlunter: scrapes are lov/ Tuesday, June 13, 2006 

9:40:15 AM EDT Brian ;-tur»tet: we are under 80 now Tuesday, June 13, 2006 9:4 0:29 AM EDT 
Umiilllll^: word Tuesday, June 13, 2005 9:40:46 AM EDT Bri.an Hunter: freaking 
Tuesday, June 13, 2006 9:41:04 AM EDT Brian Hunter: has to demolish summer spreads because 
the think bullish weather is coing - and kills the back e.nd Tuesday, June 13, 2006 5:44:04 
AM EOT|0HH|^ get bullish news sell Jan, thats how it feels Tuesday, June 13, 2006 
9:44:47 AM EDT Brian Hunter: yeah Tuesday, June 13, 2006 9:44:49 AM EDT Brian Hunter: no 
, June 13, 2006 9:45:05 AM EDTj|B|||M|jfc front doesn’t move just get chopped 
June 13, 20G6 9:45:31 AM EDT selling the red hj yest'on ice 

June 13, 2006 9:45:43 AM EDT Brian Hunter: I'l let that fall for a littl Tuesday, 

2Q06 9:45:44 AM EDT Brian Hunter: e Tuesday, June 13, 2006 9:45:55 AM EDT 

prob did the x6/j8 Tuesd ay, June 13, 2006 9:46:11 AM EDT Brian Hunter: ouch 

June 13. 20C6 9:46:14 AM EDT|[BH|Bk : now sell the hj, thats smart 

June 13, 2006 9:46:47 AM EDT^5S[jS^: you got blooraberg Tu esday, Jun e 13, 2006 

9:47;02 .AM EDT Brian Hunter: y Tuesday^Jun^ij, 2006 9:47:48 .A.M 5:DTflB|||i||m[^ did you see 
the comroentary on hedge funds at the bottora of Tuesday, June 13, 2006 9:48:11 AM EDT Brian 
Hunter: yeah Tuesday, June 13, 2006 9 :49:14 AM EDT Brian Hunter: read that last night 
Tuesday, June 13, 2006 9:49:16 AM nice title Tuesday, June 13, 2006 9:43:20 

AM EDT Brian Hunter: hahahaha 



CONFlDENTiAL TREATMENT REQUESTED 


AALLC_REG0625926 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Tuesday, June 13, 2006 10:10:11 AM 


= Redacted by the Permanent 
Subcommittee on Investigation^ 


Brian Hunter: Dmeand massive-seil winter 


12:13:13 PM 

Brian Hunter: ok- this is so conftising 
Brian Hunter: I do not get the backs 
Brian Hunter: hatred on that stuff 


1:18:36 PM 



■ just saw your message 
nothing makes sense 
people trying to survive 

Brian Hunter: yeah 


including me 


Brian Hunter: I tihnk its messy all aroudn 


Brian Hunter: why is v/f so offered 

Brian Hunter: that’s the problem 

Brian Hunter: whoever is trying to crush it everyday 



its made quite a recovery from what i can tell, 
290 this morning 


Brian Hunter: yeah _ mean why all the selling 
Brian Hunter: in general 
Brian Hunter: peope stopping 
Brian Hunter: or some trying to squeeze 


do you really think squeezing? 
that would be ballsy 


Brian Hunter: seems that someone was trying to force it 


9mm some folk around here hitting the panic button when| 

thi s morning 

t <^un stand back and watch 
mjjjHK gotta be a bit careful right now 


Iwas leaning on it 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Tuesday, June 13, 2006 2:37:28 PM 

Brian Hunter: not sure if market is squeezing or stopping out 
Brian Hunter: personally I see 7/d offers and 10/d offer in v/f 
Brian Hunter: I think its squeezing 



From: 

Sent 

To: 

Subject: 


IM Network; AOL IM 


VHndow6sdmin@iamaranthUc.com 
Friday. January 13. 2006 9:10 
amaran1h.dom@jamaranth.digitataafe.nst 

SUBJECT: CONVERSATION PARTtClPANTS = BHUNTER@AMARANTHLLC.COM; 



- Redacted by the Permanent 
Subcommittee on Investigations 


DarticiDant«b hunter8^ arar.thlI~.coB> "hunteramaranth" 
p a r t j. c i p an t = 


IM Dialog: 


Tuesday, June 13, 
Tuesday, June 13, 
Tuesday, June 13, 


2006 

2006 

2006 


10:10;11 W EDT Brian Hunt er started 
10:10:11 .m EDT^IMIliHil^as entered 
10:10:11 AM EDT Brian Hunter: EffleaEd 


conversation, 
the conversation, 
massive - SELL winter 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0625944 
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IM Network: AOL IM 


\vindo«^dmin@amaranth(ic.com 
Friday. January 13. 2006 11:13 M* 
amaranlh.dom@amararrth.efig)talsafe.net 

^l^jjygNVERSATtON PARTfCIPANTS = BHUNTER@AMARANTHLLC.COM; 

^ ^ p ^A^cAed bv the Pennanent j 

g..hmmrniKee on Invesligations 1 


participant=° bhunter8am aranthllc.coai "hunteramaranth" 

p a r t i c i p an t *= 


Tuesday, June 13, 20C6 12:13:13 IM EBT Briao Hun ter started conversation. 

Tuesday, June 13, 2C0€ 12:13‘.13 IM EDlUHI^HBirias entered Che conversation. 

Tuesday, June 13, 2006 12:13:13 EDT Brian Hunter: IM Administrator: NOTE: This session 
is recorded and the recording is the s ole proper ty of Amaranth. 

Tuesday, June 13, 2006 12:13:13 IM IM Administrator: NOTE: This session is 

recorded and the recording is the sole property of Amaranth. 

Tuesday, June 13, 2006 12:13:13 EDT Brian Hunter: ok - this is so confusing Tuesday, 
June 13, 2006 12:16:59 IM EDT Brian Hunter: I do not get the backs Tuesday, June 13, 2006 
12:17:06 ?M EDT Brian Hunter: hatred on that stuff 


1 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0626005 
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From: 

Sent 

To: 

Subject: 


vrtndowsadmin@amaranthSc.com 
Friday, January 13. 2D06 12:19 PM 
amaranth,dom@amarar<h.i fi 9 i 1 abafe.net 

SUBJECT: CONVERSATION PARTtCtPANTS = '■HUNTERAMARANTH’';| 


■ = Redacted by the Permanent 
Subcommittee on Investigarioiis_ 


IM Network: AOL IM 
IM Users : 
participant °°'' hunteraroar anth* 
p a rt 1 c i p an t *^ 1111111111111111111 ^ 

IM Dialog: 

Tuesday, June 13, 2006 1:16:36 EDT Brian Hun ter started conversation. 

Tuesday, June 13, 2006 1:18:36 PM EOTjHlHII^^bas entered the conversation. 

Tuesday, June 13, 2006 1:18:36 PM EDT Brian Hunters IM Aiainistrator; NOTE; This session 
is recorded and the recording is the sole prope rty of Amaranth. 

Tuesday, June 13, 2006 1:16:36 EDT |||m|||||i|||^ IM Administrator: NOTE: This session is 
recorded and the recording is the sole property of Ajnaranth. 

Tu esday, June 13, 2006 1:16:36 FM EDT hi Tuesday, June 13, 2006 1:16:44 PM EDT 

@[||il||i[|||^ just saw your message Tuesday, June 13, 2006 1:16:53 PH EDT f|||||||im[||||||^ nothing 
makes sense Tuesday, June 13, 2006 1:19:10 EM £DTf||HHH||^peDpIe tryingt^survive 
Tuesday, June 13, 2006 1:19:17 PM EDT Brian Hunte^^y^al^Tuesday, June 13, 2006 1:19:21 FM 
^^7 including me Tuesday, June 13, 2006 1:19:22 PM EDT Brian Hunter: I tihnk its 
messy all aroudn Tuesday, June 13, 2006 1:19:26 EM EDT Brian Hunter: why is v/f so offered 
Tuesday, June 13, 2006 1:19:42 EM EDT Brian Hunter: that's the problem Tuesday, June 13, 
2006 1:19:56 fW EDT Brian Hunter: whoever is trying to crush it everyday Tuesday, June 13, 

2006 1:19:59 EM EDT its mad e quite a recovery from what 1 can tell 

Tuesday, June 13, 20Q6^^^^8 EM EDTf|i|^m^ 290 this morning Tuesday, June 13, 2006 
1:20:16 EM EDT Brian Hunter: yeah _ mean why all the selling Tuesday, June 13, 2006 
1:20:19 PM EDT Brian Hunter: in general Tuesday, Jane 13, 2006 1:20:23 ?M EDT Brian 
Hunter: peope stopping Tuesday, June 13, 2006 1:20:30 PH E DT Brian Hunter: or some trying 
to sqijeeze Tuesday, J-une 13, 2006 1:2 0:56 PM ECTM|||H|fA do you really think squeerir.g? 
Tuesday, June 13, 2006 1:21:02 tha^^ould be ballsy Tuesday, June 13, 

2006 1:21:08 EM EDT Bri an Hunter: seemstha^someone was trying to force it Tuesday, June 
13, 2006 1:27 :05 EM EDT |H^|^^we had some folk around here hitting the panic butto n 
whenfH^g^was leaning on it this morning Tuesday, June 13, 2006 1 :27:15 PM EDT tHHIIIA 
i stanobacx and watch Tuesday, June 13, 2006 1:27:41 EM gotta be a 

careful right now 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0626028 
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From: 

Sent 

To: 

Subject 


windowsadmin@amaranthBc.com 
Friday, January 13. 2X)6 1:37 PM 


3maranth.dom@amaranth.digil^safB.net 

SUBJECT: CONVERSATION PARTICIPANTS = *HUNTERAMARANTH"; 


IM Network: . 

IM Users: 

participant* 
participant* 

IM Dialog: 

Tuesday, June L3, 2006 2:37:23 ?M EDT Brian Hun ter started conversation. 

Tuesday, June 13, 2006 2:37:26 EM entered the conversation. 

Tuesday, June 13, 2006 2i37;28 £M EE3T Brian Hunter: I think you just wait Tuesday, June 
13, 2006 2:37r28 fW EDT Brian Hunter: IM Administrator: NOTE: This session is recorded and 
the recording is the sole property of Amaranth, 

Tuesday, June 13, 2006 2;37;2B PM BDT^UIlim IM Administrator: NOTE: This session is 
recorded and the recording is the sole property of Amaranth. 

Tuesday, June 13, 2006 2:37:38 PM EDT Brian Hunter: not sure if market is squeezing or 
stopping out Tuesday, June 13, 2006 2:37:50 EM EDT Brian Hunter: personally I see 7/d 
offers and 10/d offer in v/f Tuesday, June 13, 2006 2:37:54 PM EDT Brian Hu.nter: I think 
its squeezing 



1 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REGD626046 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Wednesday, June 14, 2006 1:08:18 PM 

Brian Hunter: BTW sorry I tssed you 
Brian Hunter: its these random desks 


= Redacted by the Pcnnanent 
Subcommittee on Investigations 



: hasn’t been indoctrinated into th^B we are bearish all the time 
thinks this hj could be the highest ever 
: i’m not just playing here either 


Brian Hunter: I am there too 
Brian Hunter: I agree 


he has a very well thought out argument 


Brian Hunter: we have some models that guys are shoring v/f at 6,00 
Brian Hunter: what is it 


1:10:27 PM 


except no one around here wants to here it because they all say it is going to zero 


Brian Hunter: what’s the argument 
Brian Hunter: that H pricec is just too low 

S ql actually 

thinks we have to trade up to HO 
$16 


Brian Hunter: agree 


I also look at the first year 2003 when we blew out 
f this feels like it 

Brian Hunter: yeah 

everyone gives up so soon 

Brian Hunter: deamnd suddenly huge 

I so unless the crude and product mkts really change 

Jtoo many people looking at 2001 sumer 



Brian Hunter: y 
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Permanent Subcommittee on Investmations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


I = Redacted by the Permanent 
Subcommittee on Investigations 


i ignoring 03 

: you think there is any suprise left in a 80 number tomorrow 

Brian Hunter: nope 

Brian Hunter: maybe a little 

Brian Hunter: Robry still showing 90’ s 

Brian Hunter: so some surprises 

Brian Hunter: I think that if this is 80 

Brian Hunter: next is lower 

Brian Hunter: then the one after is freak show low 

imHIIP: spreads are performing well today so I cant disagree 

Brian Hunter; no immedaite gas problem through Oct 

Brian Hunter: no matter what deepens 

Brian Hunter: after that 

Brian Hunter: s 

Brian Hunter: who know 


I i so hope for some cold this winter 


Brian Hunter: dude 

Brian Hunter; market has to get to winter 
Brian Hunter; selling is so big in the backs 
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From: 

Sent 

To; 

Subject; 


wirKJov\sadmin@amaranthl lc.com 
Saturday. Jar>uary 14. 2006 12:06 PM 
amaranth.dom@amar3nth.digitatsaiie.net 

SUBJECT; CONVERSATION PARTICIPANTS = "HUNTERAMARANTH" 


IM Network: AOL TM 


participant^^^h^te^gjaranth" 

partlcxparit°’fl|||||||||||H 


11-1 Dialog: 


Wednesday, June 14, 2006 1:06:13 PM ED7 Brian Hu nter .started conversation. 

Wednesday, June 14, 2006 1:08:16 EM has entered the conversation. 

Wednesday, June 14, 2D06 1:08:18 R4 EDT Brian Hunter: IM Administrator; NOTE; This session 
is recorded and the recording is the so le proper ty of .Amaranth. 

Wednesday, .'une 14, 2006 1:C3;1B E14 IM Administrator : NOTE: This session is 

recorded and the recording is the sole property of Amaran th . 

Wednesday, June 14, 2006 1:06:18 FM so this works for me 

Wednesday, June 14. 2006 1:08:26 PM EDT Brian Hunter; y Wednesday, June 14, 2006 1:08:31 

P.M EDT .Erian Hunter: BTW sorry I issed you Wednesday, June 14, 2006 1: 08:3 6 FM EDT Brian 

hunter; its these random de sks Wednesday, June 14, 2006 1:08:42 PM hasn't 

been indoctrina ted into the^^^we are bearish all the time Wednesday, June 14, 2006 
1:C9;00 PM EDT thinks this hj could be the highest ever Wednesday, June 14, 2006 

1:09:12 PM EDT i’m not just playing here either Wednesday, June 14, 2006 1 :09:23 

?M EDT Brian Hunte^^^am there too Wednesday, J une 14, 2 0G6 1:09:26 PH EDT Brian Hunter: 

I agree Wednesday, June 14, 2006 1:09:36 IM EDT 1’-^® * very ’.veil thought out 

argument Wednesday, June 14, 2006 1:09:40 IM EDT Brian Hunter: we have some models that 
guys are shoring v/f at 5.00 Vfed.nesday, June 14, 2006 1:10:00 ?M EDT Brian Hunter: what is 
it 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0626222 
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= Redacted by the Permanent 
Subcommittee on Investigations 


From; 

Sent 

To; 

Subject 


wjndow53dmin@amaran9^ttc.com 
Saturday, .lanuary 14. 2036 12:10 PM 
amaranth.dom@ainaranfh.(ftgitalsafe.nat 

SUBJECT: COWERSATION PARTICIPANTS = BHUNTER@AMARANTHLLC-COM-. 


X-2ANTAZ -MESSAGE-DATE: /14/2006 17:10:27; /14/2006 17:10:35; /14/2006 /14/2D06 

17:10:56; /14y2006 17:11:09; /14/2006 17:11:14; /14/2006 17:11:35; /14/2006 17:11:46; 
/14/2D06 17:11:58; /14/2006 17:12:05; /14/2006 17:12:06; /14/2006 17:12:08; yi4/2006 
17:12:29: /14 /20D6 17 : 12 : 59; /14/2006 17 : 13:04 ; /14/2006 17:l3;0S; /14 /2D06 17 : 1 6: 1 6; 
/14/2006 17:16:20; /14/200G 17:16:26; /14/2006 17:16:33; /14/2006 17:16:38; /24/2006 
17:16:44; /lfl/2006 17:16:46; /14/2006 17:16:54; /14/2006 17:17:21; /14/2C06 17:10:01; 
/14/2006 17:18:07; /14/2006 17:18:09? 714/2006 17:18:15; /14/2006 17:18:14; 714/2006 
17:13:16; 71472006 17:19:27; 714/2006 17:19:30; /14/2006 17:19:37; 714/2006 17:21:05; 
71472006 17:22:43; 714/2006 17:23:08; 714/2006 17:23:11; 71472006 17:23:15; 714/2006 
17:23:22; 714/2006 17:23:27; 714/2006 17:23:52; /14/2006 17:23:56; 714/2006 17;24:22; 
714/2006 17:24:26; 71472006 17:24:34; /14/2006 17:26:44; 714/2006 17:29:08; 714/2006 
17:28:14; 71472006 17:28-.1B; /14/2006 17:26:2* 

3; 714/2006 17:28:53; 714/2006 17:29:07? 714/2006 17:29:10; /14/2006 17:29:11; /14/2006 

17:29:16; /14/2006 17:29:20; /14/2006 17:30:08 

X-ZANTA2-PARTICIPANT-IMKAMES: huaterama ranth ; 

X-ZANTA2-RECIPIENT-KA>E: Brian Hunter; 

X-ZANTA2-PAPTlCIPAKT-D2WCSi_jijBB||^; hunteramaranth 
X-ZANTAZ-SENDEP-NANE; Brian Birnter 

X-ZANTA2-GUID: 8B03CDAF-29r3-4F4B-B577-77eB9565rOEE2292e422590390832 
X-ZAWTA2-URL: notused 

X-0riginalArrivalTi7ne: 14 Jun 2006 19:10:41.0634 (UTC) FIIETIME* fDeE9242C : 01C6SFDD) 


IM NetwcrX: AOL IM 


participant- bhunteream arar.thlic.coni ‘'hunteranaranth" 

p a rt i c i p ant - tMBBl 

IM Dialog: 

VIednssday/ June 14, 2006 1:10:27 PM EDT started conversation. 

Wednesday, June 14, 2006 1:10:27 W EDT Brian Hunter has entered the conversation. 

Wednesday, June 14, 200$ 1:10:27 W EDT except no one around here wants to here 

it because they all say it is going to zero Wednesday, Jxaie 14, 2006 1:10:35 PM EDT Brian 

Hunter: whst's the arguaient Wednesday, June 14, 2006 1:10:46 EDT Br ian Hunter: that H 
pricBc is just top low Wednesday, June 14, 2006 1;10;56 PM EDT ql actually 

Vtednesday, June 14, 2006 1:11:09 PH ^T thinks we have to trade up to HO 
Wednesday, June 14, 2006 1:11:14 PM EOT $16 Wednesday, June 14, 2006 1:11 :35 R4 

EDT Brian Hunter: agree Wednesday, June T4, 2006 1:11:46 EW EDT ais^ook at the 
first year 2003 when we blew out Wednesday, June 14, 2006 1: 11: this 
feels like it Wednesday, June 14, 2006 1:12:05 PM EDT Brian Hunter: yeah Wednesday, June 
14, 2006 1:12:06 EM EDT everyone gives up so soon Vfednesday, June 14, 2006 

1:12:08 PM EDT Briar. Hunter: deamnd suddenly huge Wednesday, June 14, 2006 1:12:28 PM EDT 
^ so unlss^t^ crude and product mkts really change Wednesday, June 14, 2006 

many people looking at 2001 suinner Wednesday, June 14, 2006 
1:13:04 PM EDT Brian Hunter: y Vfed.nesday, June 14, 2006 1:13:08 EM EEJT ignoring 

03 Wednesday, June 14, 2006 1:16:16 EM you think there is an^su^ise left 

in a 60 nu.-nber tomorrow Wednesday, June 14^^W^W6t20 PM EDT Brian Hunter: nope 
Wednesday, June 14, 2006 1:16:26 FM EDT Brian Hunter: maybe a little Wednesday, June 14, 
2006 1:16:33 EM EDT Brian Hunter: Robry still showing 90‘s Wednesday, June 14, 2006 
1:16:36 PM EDT Brian Hunters so some surprises Wednesday, June 14, 2006 1:16:44 EM EDT 
Brian Hunter: I think that if this is 80 Wednesday, June 14, 2006 1:16:46 ?M EDT Brian 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REGC)626249 
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, = Redacted by the Permanent 
Subcommittee on InvestiKations_ 


Hunter: next is lower Wednesday, June 14, 2006 1 j 16:54 EDT then the one 

after is freak show low Wednesday, June 14, 2006 1:17:21 £D?^HI^H^H^spreads are 
perfcrming well today so 2 cant disagree Wednesday, June 14, 20C6 1:13:01 PM ED? Brian 
Hunter: no iminedaite gas probleia though Oct Wednesday, June 14, 2006 1:16:07 FM EDT Brian 
K'jnter: no matter what heepens Wednesday, June 14, 2006 3 :18:09 PM EDT Brian Hunter: after 
that Wednesday, June 14, 2005 1:16:15 PM EDT Brian Hunter: s Wednesday, June 14^2006^ 
1:13:14 PM EDT Brian Hunter: vAo know Wednesday, June 14, 2006 1:19:16 PM i 

so hope for some cold this winter Wednesday, June 14, 2005 1:19:27 PH EDT Brian Hunter: 
dude Wednesday, June 14, 2006 1:19:30 PM EDT Brian Hunter: market has to get to winter 
Wednesday, June 14, 2006 1:19:37 PM EDT Brian Hun ter; selling is so big in the backs 
Wednesday, June 14, 2006 1:21:05 ?M no worries about yes", i didnt realize u 

were in C? Wednesday, June 14, 2C06 1:22:43 FM jost trying to figure out 

whether to trv to do a start up with some folks, wouldn't be till next year Wednesday, 

June 14, 2006'l:23:ce PM ED? Brian Hunter: yeah Wednesday, June 14, 2006 1:23:11 PM EDT 
Brian Hunter: I can help you Wednesday, June 14, 2006 1:23:35 ?M EDT Brian Hunter: just 
been busy Wednesday, June 34,^200^1:23;22 PM EDT Brian Hunter: painful market Wednesday, 
June 14, 2006 1 :23:27 EDTj JUl^ ; i understand completely Wednesday, June 14, 2006 
3:23:52 PH EDT g|m||B||||^ heard ^^^^Increased he fees and oerf Wednesday, June 14, 2005 
1:23:56 PM 3/30 Wednesday, June 14, 2006 1:24 :22 PM EDT Br ian Hunter; I 

think its higher than that Wednesday, Jane 14, 2006 1:24:26 IM 

Wednesday, June 14, 20C6 1:24:34 PM 3/30 Wednesday, June 14, 

2005 1:2'6:44 where i how much capital you 

need to raise Wednesday, June 34, 2006 1:28:08 PM EDT Brian Hunter: lots Wednesdav, June 
14, 2006 3:28:14 PM EDT Brian Hunter: 400mra I tihnk Wednesday, June 14, 2006 1:23:18 PM 
EDT Brian Hunter: costs are high Wednesday, June 14, 2C06 1:26:23 PM EDT Brian Hunter: 
brokerage etc... 

Wednesday, June 14, 2006 1:26:53 PM EDT would that support 4 tradF?rs? cr le.^s 

Wednesday, June 14, 2006 1:29:07 PM EDT Brian Hunter: y Wednesday, June 14, 2006 1:29:10 
PM EDT Brian Hunter: and back office Wednesday, June 14, 2006 1:29:11 PM EDT Brian Hunter: 
legal Wednesday, June 14, 2006 1:29:16 PM EDT Brian Hunter: CFO/cah management Wednesday, 
June 14, 2006 1:29:20 PM EDT Brien Hunter: risk guy Wednesday, J-une 24, 2006 1:30:08 PM 
EDT Brian Hunter: power number large 


2 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0626250 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Wednesday, June 14, 2006 3:21:07 PM 


t this market is killing people 
they dont know whether to sell buy or pray 


Brian Hunter: Call 1 was a might low 


= Redacted by the Permanent 



but just look how skittish 
settles come out 
cal 9 gets hammered 


Brian Hunter; its summer winters in the back 
Brian Hunter: too offered 
Brian Hunter: if those go bid tomorrow 
Brian Hunter; backs will fix up 
Brian Hunter; that’s the pivot 

Brian Hunter: - assuming people want to own call 1 there 


a that was my discussion with my Canadian office 5 minutes ago 
two decisions, either bid the summer/winter or let the backs go 

Brian Hunter: yup 
Brian Hunter: but look at May201 1 
Brian Hunter: 6. 19 settle 
Brian Hunter; hahahahahahahaha 


gotta believe they bid the summer winters 
i: nice 


Brian Hunter: yeah 

Brian Hunter: that was my doing today 

Brian Hunter: people were getting out of control on H/J selling 
Brian Hunter: market needed a settlement lesson 
Brian Hunter: those H/J’s are scry 



you are evil 
in a nice way 
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From: 

Sent 

To: 

Subject 


windowsadmirt@amaranth((c.com 
Saturday, January 14, 20062:21 PM 
amaranth.dom@arrraranth.dt^t^safe.net 

SUBJECT; CONVERSATION PARTICiP/WTS * “HUNTERAMARANTH"; 


IM Network: AOL IM r ' ' 

= Redacted by the Permanent 

IM Users: Subcommittee on Investigations 

part icipant-"h unterBni aranth*' 

part icipan 

IM Dialog: 

Wednesday, June 14, 2006 3:21:07 ?M EDT Brian Hun ter started conversation. 

Wednesday, June 14, 2006 3;21:0'7 FM EDT (■■HHPhas entered the conversation. 

Wednesday, June 14, 2006 3:21:07 PM EDT Brian Hunter; IM Administrator ; NOTE: This session 

is recorded and the recordi.ng is the so le proper ty of Amaranth. 

Wednesday, June 14, 2006 3:21:07 PH £DTdlHi||^^M Administrator: NOTE: This session is 
recorded and the recording is the sole property o f Amaranth. 

Wednesday, June 14, 20C6 3:21:07 IM £DT this market is killing people Wednesday, 

June 14, 2006 3:21:47 EM EDT|M|Mm||H they dont know whether to sell buy or pray 
Wednesday, June 14, 2006 Brian Hunter: calll was a might low Vfednesday, 

June 14, 2006 3 :32:32 P M |P|||||||||Hte but just look how skittish Wednesday, June 14, 2006 
3:32:38 .P M EDT settle^come out Wednesday, June 14, 2006 3:32:49 PM EDT 

cal 9 gets hasmered Wednesday, June 14, 2006 3:33:24 FM ED? Brian Hunter: its 
suiraner winters in the back Wednesday, June 14, 2006 3:33:29 EM EDT Brian Hunter: too 
offered Wednesday, June 14, 2006 3:33:33 PM EDT Brian Hunter: if those go bid tomorrow 
Wednesday, June 14, 2006 3:33:36 EM EDT Brian Hunter: backs will fix up Wednesday, June 
14, 2006 3:33:44 EDT Brian Hunter: that's the pivot Wednesday, June 14, 2006 3:33:56 EM 
EDT Brian Hunter: - assuming people want to own calll there Wednesday, June 14, 2006 
3:34 :08 EM that was my discussion with my Canadian office 5 minutes ago 

Wednesday, Jun^i^^To^ 3:35:36 EM two decisions, either bid the 

sumroer/winter or let the backs go Wednesday^Juiie 14, 2006 3:35:41 PM EDT Brian Hunter: 
yup Wednesday, June 14, 2006 3:35:50 PM EDT Brian Hunter: but look at May2011 Wednesday, 
June 14, 2006 3:35:56 PM EDT Brian Hunter: 6.19 settle Wednesday, June 14, 2006 3:35 :59 EM 
EDT Brian Hunter: hahahahahahahaha Wednesday, June 14, 2006 3:36:01 EM E0!T|B[||||||||||||ft gotta 
believe they bid the summer winters Wednesday. June 14, 2006 3:36:04 EM nice 

Wednesday, June 14, 2006 3:36:05 PM EDT Brian Hunter: yeah Wednesday, June ^^200^^ 
3:36:12 EM EDT Brian Hunter: that was my doing today Wednesday, June 14, 2006 3:36:21 PM 
EDT Brian Hunter; people were getting out of control on H/J selling Wednesday, June 14, 
2006 3:36:26 EM EUT Brian Hunter: market needed a settlemnt lesson Wednesday, June 14, 

2006 3:36:33 EM EDT Brian Hunter: those H/J’s are scry Wednesday, June 14, 2006 3:37:34 ?H 
ilHHIIIk' evil Wednesday, June 14, 2006 3:37:42 FM EDT ^ nice way 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REGD626296 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Thursday, August 10, 2006 9:42:08 AM 


: hello bh 


Brian Hunter: yoyo 


Redacted by the Permanent 
I Subcommittee on Investigations 


feels a bit messy out there 
■ ■ . . 1 1 


in nattv land 


Brian Hunter; oh yeah 

Brian Hunter: sold 300 red h/j yest 

Brian Hunter: this front one is still ofered like mad 

Brian Hunter: but its just a matter of time 



quite the deal with bo, you think it affects the interest in energy related funds? 


Brian Hunter; I hope not 

Brian Hunter: given we are going to try and raise 3bn for an energy fund 



Brian Hunter: our thoughts are the interest is huge still 


should be, i am having trouble understanding how spreads are behaving right now but 
we are doing really well on vol 


Brian Hunter: 
Brian Hunter: 
Brian Hunter: 
Brian Hunter: 
Brian Hunter: 
Brian Hunter; 
Brian Hunter: 

10:26:32 AM 

Brian Hunter: 
Brian Hunter: 

11:47:52 AM 

Brian Hunter: 
Brian Hunter: 
Brian Hunter: 
Brian Hunter: 


yeah 
me too 

on both counts 

feels like the market has a massive hurricane bet on 
long oct 
short j an 

only have a month for that to play out 


Heard a rumour there are some pipes being pigged in the Gulf right now 
explains cash strength 


So 

I could really use some insight into the cash market 

as to why is so freaking strong 

Arnold has a massive short cash pos on in Aug 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant MessaHes and 
E-mails Obtained from Amaranth LLC — 

1 ^,B^Hartejbvthe?ermanent 

Brian Hunter: is this just people indexing it up his ass 
Brian Hunter: maybe a pipe curtailment or something 

I have been trying to get that story straight all week 

the people around here that should know have not had what i would consider a very 
good explaination 



Brian Hunter: last time I checked a shit load of gas is going to get injected between now and 
sept 

Brian Hunter: And intentioal pipe out is my guess 

Brian Hunter: power not lending support at least up here 

Brian Hunter: unless industrial demand is really freaking people out 



ril shoot you a note in a bit I’ve got to take care a few things here 


Brian Hunter: np 
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From: wirviowsadmin@amaranfMlc.com 

Ser\t Thursday. August 10, 2006 9:42 AM 

To: amaran^.domgtamararrth.digitalsa'fa.net 

Subject SUBJECT: CONVERSATION PARTICIPANTS = "HUNTERAMARANTH" 


IM Network: . 

IM Users : 

participant^ 
pBrticipar.t= 

IM Dialog: 

Thursday, August 10, 2006 9:42;0B W EDT Sriart Hun ter started conversation. 

Thursday, August 10, 2006 9:42:03 AM EDTdliHl^bas entered the conversation. 

Thursday. August 10, 2006 9:42:08 AM EDT Brian Hunter: IM Administrator ; NOTE: This 

session is recorded and the recording is the sole property of Amaranth. 

Thursday, .August 10, 2006 9:42:08 AM EDT IM Administrator: NOTE: This session is 

recorded and Che recording is the sole property of Amaranth. 

Thursday, August 10, 2006 9:42:08 AM EDT hello bh Thursday, August 10, 2006 

9:42:43 AM EDT Brian Hunter: yoyo Thursday, August 10, 2006 9:4 3:24 AM EDT feels 

a bit messy out there Thursday, August ID, 2006 9:43:28 AM EDT iT^natt^^^nd 

Thursday, August 10, 2006 9:43:36 AM EDT Brian Hunter: oh yeah Thursday, August 10, 2006 
9:43:45 AM EDT Brian Hunter: sold 300 red h/j yest Thursday, August 10, 2006 9:43:55 AM 
EDT Brian Hunter: this front one is still ofered like mad Thursday, August 10, 2006 
9:44:01 AM EDT Brian Hu nter: but its just a matter of rime Thursday, August 10, 2006 
9:45:35 AH EDTUMHHk: quite the deal with bo, you think it affects the interest in 
energy related funds? 

Thursday, August 10, 2006 9:45:55 AM EDT Brian Hunter: I hope not Thursday, August 10, 

2006 9:46:08 AM EDT Brian Hunter: given we ar e going to try and raise 3bn for an energy 
fund Thursday, August 10, 2006 9:46:24 AM EDT^BBmill^ wow Thursday, August 10, 2006 
9:46:49 AM EDT Brian Hun ter; our thoughts are the interest is huge still Thursday, August 
10, 2006 9:46:18 AM EDT should be, i am havi.ng trouble understanding how spreads 

are behaving right now but we are doing really well on vol Thursday, August 10, 2006 
9:48:28 AM EDT Brian Hunter: yeah Thursday, .August 10, 2006 9:48:30 AM EDT Brian H\ir.ter: 
ms too Thursday, August 10, 2006 9:48:4? AM EDT Brian Hunter: on both counts Thursday, 
August 10, 2006 9:48:56 AM EDT Brian Hunter: feels like the market has a massive hurriance 
bet on Thursday, August 10, 2006 9:49:07 AM EDT Brian Hunter: long oct Thursday, August 
10, 2006 9:49:11 AM EDT Brian Hunter: short jan Thursday, August 10, 2006 9:49:20 AM EDT 
Brian Hunter; only have a month for that to play out 


l 




CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0597255 
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From: 

Sent 

To; 

Subject 


windo««dmin@amaranthItc.com 
Thursday. August 10, 2006 10:27 
amararrth.dDm@amaranth.digit3lsafB.riet 

SUBJECT; CONVERSATION PARTICIPANTS = 'HUNTERAMARANTH';^ 


IM Network: AOL IM 

IM Users: 

participant* 
participant* 

IM Dialog: 





- Redacted by the Permanent 
Subcommittee on Investigatioi^ 


Thursday, August 10, 2006 10:26:32 AM EDT Brian Hunter started conversation. 

Thursday, August 10, 2006 10:26:32 AM has entered the conversation. 

Thursday, August 10, 2006 10:26:32 AM EDT erra^rtunter: Heard a rumour there are some 

pipes being pigged in the Gulf right now Thursday, August 10, 2006 10:26:32 AM EDT Brian 
Hunter: IM Administrator: NOTE: This session is recorded and the recording is the sole 
property of Amaranth. 

Thursday, August 10, 2006 10:26:32 AM EDT IM Administrator: NOTE: This session 

is recorded and the recording is the sole property of Amaranth. 

Thursday, August 10, 2006 10:26:39 AM EDT Brian Hunter: explains cash strength 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0597266 
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From: 

Sent 

To: 

Subject 


windcAi^dmin^smararTthnc.com 
Thursday. Ai^usl 10, 2006 11:48 
amaranth .domgramararrth. ^t y t ato ta .net 

SUBJECT: CONVERSATION PARTtCiPANTS = 'HUNTERAMARANTH”; 


IM Nerwork! AOL IM 
IM Users: 

p a r t i c i p an t = "hunterM^ r an t h " 
pa r t i c i p an C ~ IKUHIHIi 

IM Dialog; 


E 


-Redacted by IhePernianent 

.Subcommittee m Inveslimiiee, 


Thursday, August 10, 2006 11:47:52 

Thursday, August 10, 2006 11:47:52 

Thursday, August 10, 2006 11:47:52 

session is recorded and the recording is the sole property of Amaranth. 

Thursday, .August 10, 2006 11:47:52 AM EDT ^ Administrator: NOTE: This session 

is recorded and the recording is the sole propterty of Amaranth. 

Thursday, August 10, 2006 11:47:52 AM EDT Brian Hunter: So Thursday, .August 10, 2006 
11:48:02 -AM EDT Bria.n Hunter: 1 could really use some insight into the cash market 
Thursday, August 10, 2006 11:48:25 AM EDT Brian Hunter: as to why is so freaking strong 

Thursday, August 10, 2006 11:48:39 AM EDT Brian Hunter: Arnold has a massive short cash 

pos on in .Aug Thursday, August 10, 2006 11:46:54 AM EDT Brian Hunter; is this just people 
indexing it up his ass Thursday, August 10, 2006 11:49:02 AM EDT Brian Hunter: maybe a 
pipe curtailment or something Thursday, August 10, 2006 11:49:13 AM DDTfl|||||imi||||ft I have 
Leei^^rying to get that story straight all week Thursday, August 10, AM EDT 

the people around here that should know have not had what i would consider a 
very good explaination Thursday, August 10, 2006 11:50:06 AM EDT Brian Hunters last time I 
checked a shit load of gas is going to get injected between now and sept Thursday, August 
10, 2006 11:50:16 AM EDT Brian Hunter: And intentioal pipe oat is my guess Thursday, 

Augu.st 10, 2006 11:50:24 AM EOT Brian Hunter: power not lending support at least up here 
Thursday, August 10, 2006 11:50:34 AM EDT Brian Hunter; unles s industr ial demand is really 
freaking people out Thursday, August 10, 2006 11:51:47 AM I'll shoot you a 

note in a bit I've got to take care a few things here Thursday, August 10, 2006 11:52:00 
AM EDT Brian Hunter: np 


AM EDT Brian Hun ter started conversation. 

N4 EDT entered the conversation. 

AM EDT Brian Hunter: IM Administrator; NOTE: This 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0597317 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Thursday, August 10, 2006, 2:44:48 PM 


I = Redacted by the Permanent 
Subcommittee on Investigations _ 


sounds to me like all you said has all contributed to cash strength; pigging, short, 
heat, question now is what happens when weather demand falls and we get near(er) the end of 
the season... sounds like mixed views to me some people definately think uv will tighten from 
here but I’m not there yet 


I we have gotten good u/x and u/z interest from the phys side 
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From; 

Sent 

To: 

Subject 


windDVksadmin@emaranthBc.cam 
Thursday. August 10. 2006 2:45 PM 
a mare nth . d 0 m @ amaranth, digitatsafe .net 

SUBJECT: CONVERSATtON PARTICIPANTS =“HUNTERAMARANTH“; 



IM Network; AOL IM 
IM Users : 


participant’ 

participant’ 


’"hunteransranth' 


IM Dialog: 



Thursday, August 10, 2006 2:<4:<B W EDT Brian Hun ter started conversation. 

Thursday, August 10, 2006 2:44:48 EM EDT^mH^has entered the conversation. 

Thursday, August 10, 2006 2:44:48 PM EDT Brian Hunter: IK Administrator: NOTE: This 
session is recorded and the recording is the sole prc^rty of Amaranth. 

Thursday, .August 10, 2006 2:44:48 FM EDTflHHHk IM Administrator: NOTE: This session is 
recorded and the recording is the sole property of Amaranth. 

Thursday, August 10, 2006 2:44:48 PM EDT^|H|||i^||^ so it sounds to me like all you said 
has all contributed to cash strength; pigging, short, heat, question now is what happens 
when weather demand falls and we get near(er} the end of season... sounds like mixed 
views to me some people definately think uv will tighten from here but I'm not there yet 
Thursday, August 10, 2006 2:47:46 EM have gotte.n good u/x and u/z 

interest from the phys side 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0597391 
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Permanent Subcommittee on Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Thursday, August 24, 2006, 9:52:58 AM 



morning 
how u been 


= Redacted by the Permanent 
Subcommittee on Investigations 


Brian Hunter: pretty good 
Brian Hunter: busy though 

Brian Hunter : you gu ys have any thoughts on Hub cash or this storm 
Brian HunterfHm’^ ^°r hub combos 
Brian Hunter: damn 

Brian Hunter: last time I saw that Rita was coming 


cash is stronger/longer than I expected 


Brian Hunter; Yeah 

Brian Hunter: I heard is a total squeeze there 
Hmm^storm looks like it will be an issue for a bit 
Brian Hunter; I guess 

but I thought that hype would bring the vxz fly in and it HAS NOT 


Brian Hunter: 
Brian Hunter: 
Brian Hunter: 
Brian Hunter: 
Brian Hunter: 
Brian Hunter: 
Brian Hunter: 


My rule of thumb is until GFS takes it serious then i ignnore it 

I’ll be hnest with you 

I think Nov will be hard pressed to fall 

substantially 

Too much dmeand 

normal weather I see 200 draw 

back in5 


It is starting to feel that was I need to rethink my position on Nov 


Brian Hunter: The way I see it 

Brian Hunter; is if we pull every week in Nov - which I think is likely with normal weather. 
How does Nov trade below April 


10:12:22 AM 


which I suppose is accounting for some of the weakness in HJ so long as XF Isn’t 
falling ap art 

^m^Hby that I mean tightening on the XF 


Brian Hunter: yeah 

Brian Hunter: I think it just has to stay strong 
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Permanent Subcommittee op Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Brian Hunter; it certainly can be weak in the month 

Brian Hunter: but if we are pulling, then Novcash will be above April 

Brian Hunter: and S/D implies decent draw in Nov 

10:41:23 AM 

there has been good selling of summer red summer seems like new money being put 
against that one 


I = Redacted by the Permanent 
Subcommittee on Investigations 


Brian Hunter: yeah 

Brian Hunter: risky form a flow standpoint 


I agree I think there are people who need to buy it but waiting because of the redHJ 


Brian Hunter: yeah 

Brian Hunter: that is impressive by the way 
Brian Hunter: I have sold a bunch of it 
Brian Hunter: and it keeps coming 


yup 

goes to your point on flow 

and they are scared to sell the summer/winter 
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From: 

Sent 

To: 

Subject; 


vundowsa dmin@amarantNlc.com 
Thursday, August 24, 2006 9:53 AM 
amaranth.dom@arrt8i3nth.digitalsafB.net 

SUBJECT; CONVERSATION PARTICIPANTS = "HUNTERAMARANTH"; 


IM Network: AOL IM 
IM Users: 

Darticipant= ''hunteraTnar anth" 

p a r t i c 1 p a r. t 
IM Dialog : 

Thursday, August 24, 2006 9:52:58 AM EDT Brian Hunter started conversation. 

Thursday, August 24, 2006 9:52:50 AM EDT schiencl has entered the conversation. 

Thursday, August 24, 2006 9:52:58 AM EDT Brian Hunter: IM Administrator: NOTE: This 
session is recorded and the recording is the sole property cf Amaranth. 

Thursday, .August 24, 2006 9; 52: 58 AM EDT IM Administrator : NOTE; This session is 
recorded and the recording is the sole property of Amaranth. 

Thursday, Augus t 24, 20 C6 9:52:50 AM EDlf^^l^lH^Diorning Thursday, August 24, 2006 
9:53:07 AM EOT how u been Thursday, August 24, 2006 9:56:39 AM EDT Brian Hunter: 

prerty good Thursday, August 24, 2006 9:56:41 AM EDT Brian Hunter; busy though Thursday, 
.August 24, 2006 9:56:56 AM EDT Brian Hunter: you guys have any th oughts on Hub cash or 
this storTT, Thursday, August 24, 2006 9:57;05 AM EDT Brian Hunter4|0|^^3 5b for hub 
combos Thursday, August 24, 2006 9:57:07 AM EDT Brian Hunter: damn Thursday, August 24, 
2006 9:57:37 AM EDT aci en Hunter; last time I saw that Rita was coming Thursday, .August 
24, 2C06 9:57:54 AM £DT0BHHIIIilk cash is stronger/longer than I expected Thursday, August 
24, 2006 .9:58:09 AM EDT Brian Hunter: Veah Thursday, August 24. 2006 9:50:14 AM EDT Brian 
Hunter: I heard is a total squeeze there Thursday, August 24, 2C06 9:58:25 AM EDT 

stonr. looks lix© it will be an issue for a bit Thursday, Au gust 24, 2 006 9:50:49 

•AM EDT Brian Hunter: I guess Thursday, August 24, 2006 9:59:11 AM ^ 

thought that hype would bring the vxz fly in and it HAS NOT Thursday, August 24, 2006 
9!.59;17 AM EDT Brian Hunter: My rule of thumb is until GFS takes it serious then I ignnore 
•it Thursday, August 24, 2006 9:59:26 AM EDT Briar. Hunter: I'll be h.nest with you Thursday, 
August 24, 2006 9:59:35 AM EDT Brian Hunter: I think Nov will be hard pressed to fall 
Thursday, August 24, 2006 9:59:40 AM EDT Brian Hunter: substantially Thursday, August 24, 
2006 9:59:45 AM EOT Briar. Hunter: Too much dmeand Thursday, August 24, 2006 9:59:51 AM EDT 
Brian Hunter: normal weather I see 200 draw Thursday, Augus t 24, 200 6 9:59:53 AM EDT Brian 
Hunter: back in5 T!)ursday, August 24, 2006 10:00:25 AM EDT ^Hlmi It is starting to 
feel that was I need to rethi.nk jny position on Nov Thursday, August 24, 2006 10:09:02 AM 

EDT Brian Hunter: The way I see it Thursday, August 24, 2006 10:09:32 AM EDT Brian Hunter: 

is if we pull every week in Nov - which I think is likely with normal weather, How does 
Nov trade below April 


= Redacted by the Permanent 
Subcommitteg on Investigation^ 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0624205 
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From: 

Sent 

To; 

Subject 


wndDvsisadmin@tamaranlhl!c.CDm 
Thursday, August 24, 2006 10:12 AM 
amaranth.dotn@amararTth.dtgit^6afe.rret 

SUBJECT: CONVERSATION PARTICIPANTS * "HUNTERAMARANTH"; 


IM Network: AOL IM 
IM Users: 

pa rt i cip ant == "hunter^ar an th " 
p a r t i c i p an t = 


- Redacted by the Pennanent 
I Subcommittee on Investigations 


TM Dialog; 

Thursday, August 24, 2006 10:12:22 AM started conversation. 

Thursday, .August 24, 2D06 10:12:22 AM EDT Brian Hunter has entered the conversation. 
Thursday, August 24, 2006 10:12:22 AM EDTJ|HI|H|||||^ which I suppose is accounting for soine 
of the we akness in HJ so long at XF Isn’t tai^ng apart Ttiucsday, August 24, 2006 10:13:21 
AM FDT miHHl: by that I mean tightening or the XF Thursday, August 24, 2006 10:30:26 AM 
EDT Brian Hunter; yeah Thursday, August 24, 2006 10:3B:32 EDT Brian Hunter: I think it 
just has to stay strong Thursday, August 24, 20D6 10:38:44 AM EDT Brian Hunter: it 
certainly car. be weak in the month Thursday, August 24, 2006 10:39:00 PM EDT Brian Hunter: 
but if we are pulling, then Noveash will be above April Thursday, August 24, 2006 10:39:08 
AM EDT Brian Hunter: and S/D ia^plies decent draw in Nov 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0624221 
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From: 

Sent 

To: 

Subject: 


viondovvsadmin@amaran(hlic.com 
Thursday, August 24, 2006 10:41 AM 
amaranth.d 0 m@amar 3 nth.digitatsafe.rtet 

SUBJECT: CONVERSATION PARTICIP/V^S = "HUNTERAMARANTH"; 


IM Netwcri 
TM Users: 


oarticipa:it= ’'huntera:r.a.r 3nth'' 
p a r t i c i p a .'1 1 H||||||B[H||m^ 


= Redacted by the Permanent 
Subcommittee on Investigations 


!M Dialog: 

Thursday, August 24, 2006 10:41:23 AM EDTjfBMjjiB started conversation. 

Thursday, August 24, 2006 10:42:23 AM EDT Brian Hun ter has entered the conversation. 
Thursday, August 24, 2006 10:41:23 AM there has been good selling of suinner 

red summer seems like some new money being put against that one Thursday, August 24, 2006 
10:43:33 .A*' EDT Brian Hunter: yeah Thursday, August 24, 2006 10:4.3:38 TiM EDT Bri an Hunter: 
risky form a flow standpoint Thursday, August 24, 2006 10:45:31 AM ElD7|||||imH[|||||||l I agree I 
Chink there are people who need to buy it but waiting because of the redHJ Thursday, 

.August 24, 2006 10:45:56 AH EDT Brian Hunter; yeah Thursday, August 24, 2006 10:46:01 AM 
EDT Brian Hunter: that is impressive by the way Thursday, August 24, 2006 10:46:06 AM EDT 
Brian Hunter: I have sold a bunch of it Thursday, August 24, 2006 10:46:09 AM EDT Brian 
Hunter: and it keeps coming Thursday, August 24, 2005 10:47:33 .AM ED? ynjp 

Thursday, August 24, 2006 10:48 :02 AM SD T goes to your point Thursday, 

August 24, 20Gb 10:48:17 .AM an^niey are scared to sell the suncner / winter 

Thursday, August 24, 2006 off topic u still liking the GT 

Thursday, August 24, 2006 10:50:31 AM EDT yeah Thursday, August 24, 2006 

10:50:33 AM EDT Brian Hunter: awesome car Thursday, August 24, 2006 10:50:45 AM EDT 
any mechanical issues for u? 

Thursday, .August 24, 200 6 10:51:26 AM EDT Brian Hunter: nope Thursday, Aucust 24, 2006 
]0!51:56 am £D7 cool, thnks Thursday, August 24, 2006 10:56:58 AM ED? Brian 

Hunter: cash get^ngde^royed Thursday, August 24, 2006 10:37:00 f'H EDT Briar. Hunters 
FINALLY Thursday, August 24, 2006 11:07:45 AM EDT Brian Hunter: Here is the market call - 
IF Nov is constra.ined by April, Then how wide can v/x go 


CONFIDENTIAL TREATMENT REQUESTED 


AALLC_REG0624234 
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Permanent Subcommittee op Investigations Selected Excerpts from Instant Messages and 
E-mails Obtained from Amaranth LLC 


Tuesday, August 29, 2006 3:41:59 PM 


' = Redacted by the Permanent 

I Subcommittee on Investigations 


Brian Hunter: want tp price up the remainder of that deal now? 
Brian Hunter: I know its nutty 



it is so f*S*(#$% up 
i am starting to feel very confused 


Brian Hunter: these were wild swings the last few days 
Brian Hunter: I ahve no idea what’s happening 
Brian Hunter: makes me nervous 


what u looking at on the 8-10 is It the same 


Brian Hunter: y 
Brian Hunter: last 35% 


well, i guess we should price it 


Brian Hunter: yup 


what cal 8 u see right now 
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From: 

Sent 

To: 

Subject 


windowsadmin^amaranthftc.cwn 
T uesday, August 29, 2008 3:42 PM 
amaran#t.dom@amarBnth.(^tMsa1e.net 

SUBJECT: CONVERSATION PARTICIPANTS = "HUNTERAMARANTH"; 


IK Network: AOL IK 


IM Users: 

participant- "h'unteraiB arar.th" 
participant-’^H^I^'' 

IM Dialog: 

Tuesday, August 29, 2006 3:41:59 IM EDT Brian Hunter started conversation. 

Tuesday, August 29, 2006 3:41:59 ~llTfl|||||||[||^ has entered the conversation. 

Tuesday, August 29, 2006 3:41:59 TM EDT Sr^^^lunter; IK Adninistrator : NOTE: This session 
is recorded and the recording is the sole property of Aaaxanth. 

Tuesday, August 29, 2006 3:41:59 PM IM Administrator : NOTE: This session is 

recorded and the recording is the sole property of Amaranth. 

Tuesday, August 29, 2006 3:41:59 PM EDT Brian Hunter: want tp price up the remainder of 
that deal now? 

Tuesday, August 29, 2006 3:4 2:03 IM EDT Brian Hunter; 3 know its nutty Tuesday, August 29, 
2006 3:42:23 PM EDT ■■■Ik: it is so up Tuesday, August 29, 2006 3:42:40 EM 

EDT i starting to feel very confused Tuesday, August 29, 2006 3:42:5? PM EDT 

Bria.n Hunter: these were wild swings the last few days Tuesday, August 29, 2006 3:43:05 IK 

EDT Brian Hunter: 1 abve no idea »Aat's happening Tuesday, August 29, 2006 3:43 :09 FW EDT 

Brian Hunter: makes me nervous Tuesday, August 29, 2006 3:47:19 EM t) 

looking at on the 8-10 is it the sane? 

Tuesday, August 29, 2006 3:47:24 EM EDT Brian Hunter: y Tuesday, August 29, 2006 3:47:29 
PM EDT Brian Hunter: last 35% Tuesday. August 29, 2006 3:51:09 PM H:DT wall, i 

guess we should price it Tuesday, August 29, 2006 3:53:12 PM EDT Brian Hunter: yup 

Tuesday, August 29, 2006 4:01:23 PM '*=1 cal 8 u see right now 




= Redacted by the Permanent 
Subcommittee on Investigations_ 


CONFiDENTiAL TREATMENT REQUESTED 


AALLC_REG0650037 
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DEWEY BALLANTINE LLP 


975 F STREET, N.W. 
WASHINGTON, D.G. 20004-1405 
TEL 202 862-1000 FAX 202 862-1093 


TIMOTHY J. COLEMAN 
202 429 2337 

leolamifl^deweyfaaUaDtiDe.eoiB 


July 20, 2007 


VIA EMAIL AND FEDERAL EXPRESS 
Mary D. Robertson 
Chief Clerk 

Permanent Subcommittee on Investigations 
199 Russell Senate Office Building 
Washington, DC 20510 

Re; Mr. Shane Lee’s Testimony Before the 

Senate Permanent Subcommittee on Investigations 

Dear Ms. Robertson; 

We have reviewed the draft transcript (the “Draft Testimony Transcript”) 
of Mr. Shane Lee’s testimony on June 25 before the Senate Permanent Subcommittee on 
Investigations. Based on that review, we wish to clarify the following; 

1. With respect to pages 145 to 146 of the Draft Testimony 
Transcript, as of June 25, Solengo Capital (“Solengo”) 
received expressions of interest from potential (rather than 
actual) investors, but Solengo was not yet formally created. 
Accordingly, it could not accept funds from any investors. 

2. Mr. Lee testified regarding “two of the problems that 
happened in the Amaranth situation.” Draft Testimony 
Transcript at 145; 12-13. We wish to clarify that this 
statement refers to two of the publicly-debated issues 
regarding the events that led to the losses that Amaranth 
suffered. In particular, Mr. Lee’s testimony should not be 
constmed as any indication on Mr. Lee’s part that there were 
any “problems” at Amaranth with capital invested in any one 
market. 

3. Mr. Lee testified that there will be “significantly smaller 
trades” at Solengo. Id. at 11. 22-24. We wish to clarify that 
Mr. Lee does not at present expect that Solengo’s proposed 
trading strategy will involve trades that are as large-scale as 
some of the trades at Amaranth. 


NEW VOBK WASiflNGTON. D.C. LOS ANCCLES EAST PALO ALTO AUSTIN CHARLOTTE 
LONDON WARSAW FRANKFURT MILAN ROME BEIJING 


PerniRnent Subcommittee on Investigations 


EXHIBIT #23 




Mary D. Robinson 
July 20, 2007 
Page 2 
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cc; 


4. Mr. Lee testified that; “I have never spoken to any of those 
investors [from oil-producing countries]. I am not part of the 
fundraising process. ... I know some of the countries that 
these people live in and yes, they would have an interest in 
high oil prices.” Id. at 146: 6-10. We wish to clarify that 
while some of the countries where the potential investors are 
based might have economies that have a relationship to the 
energy markets, Mr, Lee is not aware of any specific 
potential investor that has an interest in higher or lower 
energy prices. 

Please contact me if you have any questions. 


Very truly yours. 


Timothy J. Coleman 


Dan M. Berkovitz, Esq. 
Mark D. Nelson, Esq. 
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SHANE LEE RESPONSE TO 

SUPPLEMENTAL QUESTIONS FROM SENATOR TOM COBURN 
SENATE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 

HEARING ON 

EXCESSIVE SPECULATION IN THE NATURAL GAS MARKET 
SUBMITTED ON JULY 31, 2007 
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1. How reliable is the statistical analysis which proves causation in this matter? 

Are there multiple interpretations of the data? 

Although 1 am a trader and not a statistician, 1 would offer the following 
observations in response to this question. First, the Subcommittee Staffs report posits a 
correlation between Amaranth’s purchases of, and positions in, natural gas contracts, on 
the one hand, and spread prices on the other. See Excessive Speculation in the Natural 
Gas Market, Staff Report with Additional Minority Views, Permanent Subcommittee on 
Investigations (the “Report”), at 65-67, 80-87. Yet, as the Report itself recognizes, a 
mere correlation does not establish causation. See Report at 66 (noting that “[a] high 
degree of statistical correlation between two variables does not, by itself, establish a 
causal relationship between the two.”). 

A report prepared for Amaranth by Lexecon presents an economic 
analysis showing that the data at issue is subject to more than one conclusion. The 
Lexecon analysis concludes that further testing of the applicable data would be required 
to establish causation. Lexecon found that, when a “first differences analysis” is applied 
to the data, much of the conelation discussed in the Report disappears. Thus, there are 
multiple interpretations of the data on which the Report relies, including the fact that in 
2006, spreads continued to widen as the market gained further confidence that storage 
was expected to become full before the heating season. In short, there may well have 
been fundamental reasons such as supply, demand and crude oil and storage capacity that 
affected spread prices. 
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2. The subcommittee report implies converting NYMEX contracts into ICE 
contracts is very simple. Is this true, and if so, shouldn’t this loophole be 
closed? 


Most parties have no outstanding futures positions on expiry because they 
cannot make or take delivery. Meanwhile, ICE swaps, NYMEX swaps, and OTC 
bilateral swaps (trades directly with another company) are derivative contractual 
obligations that are based upon NYMEX futures and that are generally identical 
financially to futures except during the 30-minute settlement process each month. 
Because of the nearly identical value of futures and swaps, and the inability of some 
market participants — such as Amaranth — to make or take physical delivery on the 
expiration of futures contracts, those market participants regularly convert futures to 
swaps. This conversion can be done at little cost using a product called an EPS 
(Exchange Future for Swap), which makes the EPS highly liquid and a necessary ri.sk 
mitigation tool for the natural gas market. 

The fact that futures on expiry require a party to make or take physical 
delivery also explains why futures and swaps have a different set of mles. NYMEX sets 
accountability and position limits on futures during the three days leading up to the 
expiry. The swap market does not require these regulations because the actual settlement 
of the product is different and trading in these swaps will generally not affect settlement 
prices. Because of these differences, I would suggest that it is inaccurate to describe the 
ability to convert futures to swaps as a “loophole.” 

As I testified previously, in my opinion, market participants and regulators 
simply need more information. All swaps and futures should have large position 


2 
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reporting, as well as accountability limits. In particular, reporting is more important now 
due to the billions of “long only” dollars invested in natural gas by commodity indices 
{e.g., the Goldman Sachs Commodity Index) and Exchange Traded Funds (ETFs). 

In terms of setting position limits on swaps, care should be taken before 
imposing more regulation. I do not see a need for limits on swaps before the settlement 
process. Due to the increase in commodity indices, ETFs, and even large power producer 
hedging, imposing such limits could result in a flight of capital away from North 
America. 


3 
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Q. Even if Amaranth’s full position (including ICE and NYMEX positions) had been known, 
what could the CFTC have done to slow Amaranth’s position in the ICE exchange, since 
it is a private, OTC market? 

RESPONSE : Senator Coburn, I appreciate the opportunity to answer this question. As you 
stated, the CFTC has limited authority with respect to oversight of trading on the ICE 
exchange. Nevertheless, if the CFTC had the ability to have known Amaranth’s full position 
through a routine reporting requirement (which as you stated it did not), the CFTC does have 
a number of informal and formal tools that it might have been able to use to respond to 
Amaranth’s market activities as they unfolded. 

First and foremost, the CFTC has authority to bring enforcement actions against persons who 
manipulate or who attempt to manipulate the price of commodities in interstate commerce. 
This is in addition to the CFTC’s authority to bring enforcement actions against persons who 
manipulate or who attempt to manipulate the price of futures contracts traded on a futures 
exchange. If the CFTC had seen Amaranth’s entire position, both the positions remaining 
on NYMEX as well as the positions that Amaranth moved to ICE, they might have contacted 
Amaranth to inquire with respect to the commercial need and justification for its trading 
decisions and for the positions that Amaranth had amassed. The fact that the CFTC would 
have contacted Amaranth and asked questions regarding Amaranth’s market activities in and 
of itself may have resulted in a change of course by Amaranth. 

If Amaranth’s response to the CFTC’s inquiry regarding Amaranth’s market activities did 
not address CFTC concerns, the CFTC could have issued a warning letter to Amaranth to 
remind them that the manipulation or attempted manipulation of the price of commodities 
in interstate commerce is a violation of law. Receipt of a CFTC warning letter may also 
result in a person or entity altering their market conduct. These informal actions would have 
represented the so-called “jaw-boning” referred to by CFTC Interim Chairman Lukken in 
recent testimony before Congress. 
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Finally, if the developing facts warranted, the CFTC had, and has, the authority under 
Section 6(d) of the Commodity Exchange Act to issue a cease and desist order against any 
person manipulating or attempting to manipulate the market price of any commodity in 
interstate commerce or on any futures exchange. Alternatively, if the developing facts 
warranted, the CFTC had, and has, the authority under Section 6c of the Commodity 
Exchange Act, to seek an injunction from a U.S. district court against a person who has 
engaged, is engaging, or who is about to engage in a violation of the Act, including price 
manipulation or attempted manipulation. 

All of the affirmative actions identified above that the CFTC could have taken are predicated 
upon the CFTC having a complete picture of the market. A complete picture would enable 
the CFTC to identify mtuket activities, such as those taken by Amaranth, while they are 
happening and to respond in a timely manner that would protect consumers. The level of 
transparency that would provide the CFTC with that complete picture is currently not in 
place. 
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